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Rules and Regulations

Title 26—INTERNAL REVENUE

Chapter l—Internal Revenue Service,
Department of the Treasury

SUBCHAPTER A—INCOME TAX
[T.D. 7207}

PART 1—INCOME TAX; TAXABLE
YEARS BEGINNING AFTER DE-
CEMBER 31, 1953

Charitable Contributions Deduction

On April 2, 1971, there was published
in the FEDERAL REGISTER (36 F.R. 6082) a
notice of proposed rule making with re-
spect to amendment of the Income Tax
Regulations (26 CFR Part 1) to conform
such regulations to section 201(a), re-
lating to charitable contributions, and
section 201(f), relating to bargain sales
to a charitable organization, of the Tax
Reform Act of 1969 (83 Stat. 549, 564).
After consideration of all such relevant
matter as was presented by interested
persons regarding the rules proposed, the
amendment of the regulations as pro-
posed is hereby adopted, subject to the
changes set forth below:

ParaGrAPH 1. Section 1.170A-1, as set
forth in paragraph 6 of the notice of pro-
posed rule making, is changed by revis-
ing paragraph (a) (1), by revising para-
graph (f), by revising the heading of
paragraph (h), by revising subpara-
graphs (1), (6), and (9) of paragraph
(h), and by adding new subparagraphs
(10) and (11) to paragraph (h) to read
as set forth below.

Par. 2. Section 1.170A-3, as set forth
in paragraph 6 of the notice of proposed
rule making, is changed by revising para-
graph (¢) of example (2) in paragraph
(d) to read as set forth below.
~ Par. 3. Section 1.170A-4, as set forth
in paragraph 6 of the notice of proposed
rule making, is changed by revising that
part of paragraph (a) that follows sub-
paragraph (3) thereof, by revising para-
graphs (b) (1) and (3), (¢) (2) (1) and
(3), and (e), and by revising example
(1), and examples (5) through (10), in
paragraph (d) to read as set forth below.

Par. 4. Section 1.170A-5, as set forth in
paragraph 6 of the notice of proposed
rule making, is changed by revising ex-
amples (1), (2), (6), and (7) in para-
graph (b), to read as set forth below.

Par. 5. Section 1.170A-6, as set forth
in paragraph 6 of the notice of proposed
rule making, is revised to read as set
forth below.

Par. 6. Section 1.170A-7, as set forth
in paragraph 6 of the notice of proposed
rule making, is changed by revising para-
graphs (a) (1) and (2), (b), and (¢) to
read as set forth below.

Par. 7. Section 1.170A-8, as set forth
in paragraph 6 of the notice of proposed
rule making, is changed by revising para-
graphs (a), (b), and (d) (3), by revising
examples (5) and (8) in paragraph (f),
by revising paragraph (c) in example (4)
in paragraph (f), by revising paragraph
(d) in example (12) in paragraph (I),
and by adding new examples (13), (14),
and (15) in paragraph (f) to read as set
forth below.

Par. 8. Section 1.170A-10, as set forth
in paragraph 6 of the notice of proposed
rule making, is changed by revising
paragraph (), that part of paragraph
(b) (1) that precedes the examples
therein, paragraph (b)(2){@ (b), and
that part of paragraph (c)(2) that fol-
lows subdivision (i) thereof, to read as
set forth below.

PAar. 9. Section 1.170A-11, as set forth
in paragraph 6 of the notice of proposed
rule making, is changed by revising that
part of paragraph (c)(1) that follows
subdivision (i) thereof and precedes the
example therein, to read as set forth be-
low.

Par. 10. Section 1.1011-2, as set forth
in paragraph 17 of the notice of pro-
posed rule making, is changed by revis-
ing paragraphs (a) and (b), examples
(1), and (3) through (7), in paragraph
(¢), and paragraph (¢) of example (8)
in paragraph (¢), to read as set forth
below.

(Sec. 7805, Internal Revenue Code of 1954,
68A Stat. 917; 26 U.S.C. 7805)

[SEAL] JOBNNIE M. WALTERS,
Commissioner of Internal Revenue.
Approved: September 26, 1972.
FrEDERIC W. HICKMAN,
Assistant Secretary of the
Treasury.

In order to conform the Income Tax
Regulations (26 CFR Part 1) to section
201(a), relating to charitable contribu-
tions, and section 201(f), relating to
bargain sales to a charitable organiza-
tion, of the Tax Reform Act of 1969

(Public Law 91-172, 83 Stat. 549, 564),
such regulations are amended as follows:
PARAGRAPH 1. Section 1.61-3 is amended
by revising paragraph (a) to read as
follows:
§1.61-3 Gross
business,
(a) In general. In a manufacturing,
merchandizing, or mining business,
“gross income” means the total sales,
less the cost of goods sold, plus any in-
come from investments and from inci-
dental or outside operations or sources.
Gross income is determined without sub-
traction of depletion allowances based on
a percentage of income, and without

income derived from

subtraction of selling expenses, losses, or
other items not ordinarily used in com-
puting cost of goods sold. The cost of
goods sold should be determined in ac-
cordance with the method of accounting
consistently used by the taxpayer. For
special rules for determining cost of
goods sold in the case of property con-
tributed to a charitable organization,
see paragraph (c¢) (4) of § 1.170A-1.

- * * - *

Par. 2. Section 1.170 is amended by re-
vising the heading of such section, sub-
section (e) of section 170, and the histori-
cal note to read as follows:

§ 1.170 Statutory provisions; charitable,
ete., contributions and gifts (hefore
amendment by Tax Reform Act of
1969).

L d - - - L

(e) Special rule for charitable coniribu-
tions of certain property. The amount of any
charitable contribution taken into account
under this section shall be reduced by the
amount which would have been treated as
gain to which section 617(d) (1), 1245(a), or

1250(a) applles if the property contributed

had been sold at its fair market value (deter-

mined at the time of such contribution),

. - - - -
[Sec. 170 as amended by sec. 1, Act of Aug. T,
1956 (Public Law 1022, 84th Cong., 70 Stat.
1117); secs. 10, 11, and 12, Technical Amend-
ments Act 1958 (72 Stat. 1609-10); sec. T(a),
Act of Sept. 14, 1960 (Public Law 86-779, 74
Stat. 1002); sec. 13(d), Rev. Act 1962 (76
Stat. 1034); sec. 2, Act of Oct. 23, 1962 (Pub-
lic Law 87-858, 76 Stat. 1134); secs. 209 and
231(b), Rev, Act 1964 (78 Stat. 43, 100); sec.
1(b) (1), Act of Sept. 12, 1966 (Public Law
89-570, 80 Stat. 762); as in effect beiore
amendment by sees. 101(J) (2), 201(a) (1)
and (2) (A), and 201 (h), Tax Reform Act 1969
(83 Stat. 526, 549, 5568, 565) |

Par. 3. Immediately after § 1.170 the
following new section is inserted:

§ 1.170-0 Effective dates.

Except as otherwise provided in this
section, the provisions of § 1.170 and
§§ 1.170-1 through 1.170-3 are applicable
to contributions paid in taxable years be-
ginning before January 1, 1970, and ail
references therein to sections of the Code
are to sections of the Internal Revenue
Code of 1954 prior to the amendments
made by section 201(a) of the Tax Re-
form Act of 1969 (83 Stat. 549) . Except as
otherwise provided therein, §§ 1.170A
through 1,170A-11 are applicable to con-
tributions paid in taxable years beginning
after December 31, 1969. In a case where
a provision in §§ 1.170A through 1.170A-
11 is applicable to a contribution paid in
a taxable year beginning before January
1, 1970, such provision shall apply to the
contribution and §§1.170-1 through
1.170-3 shall not apply to the contribu~
tion.

Par. 4. The headings of § 1.170-1 and
§ 1.170-2 are revised to read as follows:
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§ 1.170<1 Charitable, etc., contributions
and gifis; allowance of deduction
(before amendment by Tax Reform
Act of 1969).

§ 1.170-2 Charitable deductions by in-

dividuals; limitations (before amend-
ment by Tax Reform
- .

Act of 1969).

Par. 5. Section 1.170-3 is amended by
revising the heading thereof and para-
graph (a) to read as follows:

§ 1.170-3 Contributions or gifts by cor-
porations (before amendment by
Tax Reform Act of 1969).

(a) In general. The deduction by a
corporation in any taxable year for char-
itable contributions, as defined in section
170(e), is limited to 5 percent of its tax-
able income for the year computed with-
out regard to:

(1) The deduction for charitable con-
tributions,

(2) The special deductions for corpo-
rations allowed under part VIII (except
section 248), subchapter B, chapter 1 of
the Code,

(3) Any net operating loss carryback
to the taxable year under section 172,

(4) The special deduction for Western
Hemisphere trade corporations under
section 922, and

(5) Any capital loss carryback to the
taxable year under section 1212(a)(1).

A contribution by a corporation to a
trust, chest, fund, or foundation eorga-
nized and operated exclusively for reli-
gious, charitable, scientific, literary, or
educational purposes or for the preven-
tion of cruelty to children or animals is
deductible only if the contribution is to
be used in the United States or its pos=-
sessions for those purposes. See section
170¢e) (2). For the purposes of section
170, amounts excluded from the gross in-
come of a corporation under seetion 114
(relating to sports programs conducted
for the American National Red Cross)
are not to be considered contributions or
gifts, For reduction or disallowance of
certain charitable, etc., deductions, see
paragraphs (¢)(2), (e), and (f) of
§1.170-1.

Par. 6. There are inserted immediately
after § 1.170-3 the following new sec-
tions:

§ 1.170A Siatutory provisions; chari-
table, ete,, contributions and gifis
(after amendment by Tax Reform
Act of 1969).

Sec. 170. Charitable, ete., contributions
and gifts—(a) Allowance of deduction—(1)
General rule. There shall be allowed as a de-
duction any charitable contribution (as de~-
fined in subsection (¢)) payment of which
is made within the taxahle year, A charitable
contribution shall be allowable as a deduc~
tion only if verified under regulations pre-
scribed by the Secretary or his delegate,

(2) Corporations on accrual basis, In the
case of a corporation reporting its taxable
income on the accrual basis, 1{—

(A) The board of directors authorlzes a
charitable contribution during any taxable
year, and

(B) Payment of such contribution is made
after the close of such taxable year and on
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or before the 15th day of the third month
following the close of such taxable year,

then the taxpayer may elect to treat such
contribution as paid during such taxable
year. The election may be made only at
the time of the filing of the return for such
taxable year, and shall be signified in such
manner as the Secretary or his delegate shall
by regulations prescribe.

(3) Future interests in tangible personal
property. For purposes of this section, pay-
ment of a charitable contribution which
consists of a8 future interest in tangible per-
sonal property shall be treated as made only
when &ll intervening interests in, and rights
to the actual possession or enjoyment of, the
property have expired or are held by persons
other than the taxpayer or those standing
in a relationship to the taxpayer described
in section 267(b). For purposes of the pre~
ceding sentence, a fixture which is intended
to be severed from the real property shall be
treated as tanglble personal property.

(b) Percentage Ilimitations—(1) Indi-
viduals. In the case of an individual, the
deduction provided in subsection (a) shall
be limited as provided in the succeeding
subparagraphs.

(A) General rule. Any charitable contribu-
tion to—

(1) A church or a convention or associa-
tion of churches,

(ii) An educational organization which
normally maintains a regular faculty and
curriculum and normally has a regularly
enrolled body of pupils or students in at-
tendance at the place where its educational
actlvities are regularly carried on,

(i) An organization the principal pur-
pose or functions of which are the provid-
ing of medical or hospital care or medical
education or medical research, if the organi-
zation is a hospital, or if the organization is
& medical research organization directly en-
gaged In the continuous active conduct of
medical research In conjunction with a
hospital, and during the calendar year in
which the contribution is made such or-
ganization is committed to spend such con-
tributions for such research before January
1 of the fifth calendar year which begins
after the date such contribution is made,

(iv) An organization which normally re-
ceives a substantial part of its support (ex-
clusive of income received In the exercise or
performance by such organization of Its
chariteble, educational, or other purpose or
function constituting the basis for its ex-
emption under section 501(a)) from the
United States or any State or political sub-
division thereof or from direct or indirect
contributions from the general publie, and
which is organized and operated exclusively
to receive, hold, invest, and administer prop-
erty and to make expenditures to or for
the benefit of a college or university which
is an organization referred to in clause (i)
of this subparagraph and which is an agency
or Instrumentality of a State or political
subdivision thereof, or which is owned or
operated by a State or political subdivision
thereof or by an agency or instrumentality
of one or more States or political sub-
divisions,

(v) A governmental unit referred to in
subsection (¢) (1),

(vi) An organization referred to In sub-
section (¢)(2) which normally recelyes a
substantial part of its support (exclusive of
income received in the exercise or perform-
ance by such organization of its charitable,
educational, or other purpose or function
contituting the basis for its exemption un-
der section 501(a)) from a governmental
unit referred to in subsection (c)(1) or
from direct or indirect contributions from
the general publie,

(vil) A private foundation described in
subparagraph (E), or

(vill) An organization described In sec.
tion 509(a) (2) or (3),

shall be allowed to the extent that the ag-
gregate of such contributions does not ex-
ceed 50 percent of the taxpayer’s contriby-
tion base for the taxable year.

(B) Other contributions. Any charitable
contribution other than a charitable con-
tribution to which subparagraph (A) ap.
plies shall be allowed to the extent that the
aggregate of such contributions does not ex-
ceed the lesser of—

(1) 20 percent of the taxpayer's contribu-
tlon base for the taxable year, or

(11) The excess of 50 percent of the tax.
payer's contribution base for the taxable
year over the amount of charitable contri-
butions allowable under subparagraph (A)
(de)t,)ermined without regard to subparagraph
(D)).

(C) Unlimited deduction jfor certain indi-
viduals. Subject to the provisions of subsec-
tions (f) (6) and (g), the limitations in sub-
paragraphs (A), (B), and (D), and the pro-
visions of subsection (e) (1)(B), shall not
apply, in the case of an individual for a tax-
able year beginning before January 1, 1975, it
in such taxable year and in 8 of the 10 preced-
ing taxable years, the amount of the charita-
ble contributions, plus the amount of income
tax (determined without regard to chapter 2,
relating to tax on self-employment Income)
paid during such year in respect of such year
or preceding taxable years, exceeds the tran-
sitional deduction percentage (determined
under subsection (f)(6) of the taxpayers
taxable income for such year, computed with-
out regard to—

(1) This section,

(ii) Section 151 (allowance of deductions
for personal exemption), and

(iif) Any net operating loss carryback to
the taxable year under section 172.

In lieu of the amount of income tax paid dur-
ing any such year, there may be substituted
for that year the amount of income tax pald
in respect of such year, provided that any
amount so included in the year in respect of
which payment was made shall not be in-
cluded in any other year. In the case of a
separate return for the taxable year by a mar-
ried individual who previously filed a joint
return with a former deceased spouse for any
of the 10 preceding taxable years, the amount
of charitable contributions and taxes pald
for any such preceding taxable year, for which
a joint return was filed with the former de-
ceased spouse, shall be determined in the
same manner as if the taxpayer had not re-
married after the death of such former
spouse.

(D) Special Hmitation with respect to con-
tributions of certain capital gain property—

(1) In the case of charitable contributions
of capital gain property to which subsection
(e) (1) (B) does not apply, the total amount
of contributions of such property which may
be taken Into account under subsection (a)
for any taxable year shall not exceed 30 per-
cent of the taxpayer's contribution base for
such year, For purposes of this subsection,
contributions of capital gain property t0
which this paragraph applies shall be taken
into account after all other charitable
contributions.

(i1) If charitable contributions described
in subparagraph (A) of capital gain property
to which clause (i) applies exceeds 30 percent
of the taxpayer’'s contribution base for any
taxable year, such excess shall be treated, In
a manner consistent with the rules of subsec-
tion (d) (1), as a charitable contribution of
capital gain property to which clause (1) 8p-
plies in each of the 5 succeeding taxable years
in order of time.
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(iii) At the election of the taxpayer (made
at such time and in such manner as the Sec~
retary or his delegate prescribes by regula-
tions), subsection (e) (1) shall apply to all
contributions of capital gain property (to
which subsection (e) (1) (B) does not other-
wise apply) made by the taxpayer during the
taxable year. If such an electlon is made,
clauses (1) and (if) shall not apply to contri-
putions of capital gain property made during
the taxable year, and, in applying subsection
(d) (1) for such taxable year with respect to
contributions of capital gain property made
in any prior contribution year for which an
election was not made under this clause, such
contributions shall be reduced as if subsec-
tion (e) (1) had applied to such contributions
in the year in which made.

(iv) For purposes of this subparagraph,
the term “capital gain property” means,
with respect to any contribution, any capital
asset the sale of which at its fair market
value at the time of the contribution would
have resulted in gain which would have been
long-term capital gain. For purposes of the
preceding sentence, any property which is
property used In the trade or business (as
defined in section 1231(b)) shall be treated
as a capital asset.

(E) Certain private foundations. The
private foundations referred to in sub-
paragrph (A) (vil) and subsection (e) (1) (B)
are—

(1) A private operating foundation (as de-
fined in section 4842(}) (3)).

(1) Any other private foundation (as
defined in section 509(a)) which, not later
than the 15th day of the third month after
the close of the foundation's taxable year
in which contributions are received, makes
qualifying distributions (as defined in sec~
tlon 4942(g), without regard to paragraph
(3) thereof), which are treated, after the
application of section 4942(g) (3), as distri-
butions out of corpus (in accordance with
section 4942(h)) in an amount egual to 100
percent of such contributions, and with
respect to which the taxpayer obtains ade-
quate records or other sufficlent evidence
from the foundation showing that the
foundation made such qualifying distribu-
tions, and

(ii1) A private foundation all of the con-
tributions to which are pooled in & common
fund and which would be described in sec-
tion 509 (a) (8) but for the right of any sub-
stantial contributor (hereafter in this clause
called “donor”) or his spouse to designate
annually the recipients, from among organi-
zatlons described in paragraph (1) of sec-
tion 509(a), of the income attributable to
the domor's contribution to the fund and
to direct (by deed or by will) the payment,
to an organization described in such para-
graph (1), of the corpus in the common
fund attributable to the donor’s contribu-
tion; but this clause shall apply only if all
of the income of the common fund is re-
quired to be (and is) distributed to aone or
more organizations described In such para-
graph (1) not later than the 15th day of
the third month after the close of the tax-
able year in which the income is realized
by the fund and only If all of the corpus at-
iributable to any donor's contribution to
the fund is required to be (and is) dis-
ributed to one or more of such organiza-
tlons not later than 1 year after his death
or after the death of his surviving spouse
if she has the right to designate the recipi-
ents of such corpus.

(F) Contribution base defined. For pur-
Poses of this section, the term “contribu-
ton base” means adjusted gross income
(computed without regard to any net
perating loss carryback to the taxable year
under section 172).
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(2) Corporations, In the case of A cor-
poration, the total deductions under sub-
section (a) for any taxable year shall not
exceed 5 percent of the taxpayer's taxable
income computed without regard to—

(A) This section,

(B) Part VIII (except section 248),

(C) Any net operating loss carryback to
the taxable year under section 172,

(D) Section 922 (special deduction for
Western Hemisphere trade corporations),
and

(E) Any capital loss carryback to the tax-
able year under section 1212(a) (1).

(¢c) Charitable contribution defined. For
purposes of this section, the term “charitable
contribution” means a contribution or gift
to or for the use of—

(1) A State, a possession of the United
States, or any political subdivision of any of
the foregoing, or the United States or the
the Distriet of Columbia, but only if the
contribution or gift is made for exclusively
public purposes.

(2) A corporation, trust, or community
chest, fund, or foundation—

(A) Created or organized in the United
States or in any possession thereof, or under
the law of the United States, any State, the
District of Columbia, or any possession of the
United States;

(B) Organized and operated exclusively for
religious, charitable, sclentific, literary, or
educational purposes or for the prevention of
cruelty to children or animals;

(C) No part of the net earnings of which
inures to the benefit of any private share-
holder or individual; and

(D) No substantial part of the activitles
of which is carrying on propaganda, or other-
wise attempting, to influence legislation, and
which does not participate in, or intervene
in (including the publishing or distributing
of statements), any political campaign on
behalf of any candidate for public office.

A conftribution or gift by a corporation to a
trust, chest, fund, or foundation shall be
deductible by reason of this paragraph only
if it is to be used within the United States
or any of its possessions exclusively for pur-
poses specified In subparagraph (B),

(3) A post or organization of war veterans,
or an auxiliary unit or society of, or trust
or foundation for, any such post or organiza-
tion—

(A) Organized in the United States or any
of its possessions, and

(B) No part of the net earnings of which
inures to the benefit of any private share-
holder or individual.

(4) In the case of a contribution or gift
by an Individual, a domestic fraternal society,
order, or assoclation, operating under the
lodge system, but only if such contribution
or gift is to be used exclusively for religious,
charitable, scientific, literary, or educational
purposes, or for the prevention of cruelty to
children or animals.

(5) A cemetery company owned and oper-
ated exclusively for the benefit of its mem-
bers, or any corporation chartered solely for
burial purposes as a cemetery corporation
and not permitted by its charter to engage in
any business not necessarily incident to that
purpose, if such company or corporation is
not operated for profit and no part of the net
earnings of such company or corporation in-
ures to the beneflt of any private shareholder
or individual,

For purposes of this section, the term "char-
itable contributions” also means an amount
treated under subsection (h) as paid for
the use of an organization described in para-
graph (2), (3),or (4).

(d) Carryovers of ezxcess contributions—
(1) Individuals—(A) In general. In the case
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of an individual, if the amount of charitable
contributions described in subsection (b) (1)
(A) payment of which is made within a tax-
able year (hereinafter in this paragraph re-
ferred to as the “contribution year™) exceeds
50 percent (30 percent, in the case of & con=
tribution year beginning before January 1,
1970) of the taxpayer’s contribution base for
such year, such excess shall be treated as a
charitable contribution described in subsec-
tion (b) (1) (A) paid in each of the 5 succeed-
ing taxable years in order of time, but, with
respect to any such succeeding taxable year,
only to the extent of the lesser of the two
following amounts:

(1) The amount by which 50 percent of the
taxpayer’s contribution base for such suc-
ceeding taxable year exceeds the sum of the
charitable contributions described in subsec-
tion (b) (1) (A) payment of which Is made by
the taxpayer within such succeeding taxable
year (determined without regard to this sub~-
paragraph) and the charitable contributions
described in subsection (b) (1) (A) payment
of which was made in taxable years before the
contribution year which are treated under
this subparagraph as having been paid in
such succeeding taxable year; or

(if) In the case of the first succeeding tax-
able year, the amount of such excess, and in
the case of the second, third, fourth, or fifth
succeeding taxable year, the portion of such
excess not treated under this subparagraph
as a charitable contribution described In sub-
section (b) (1) (A) paid In any taxable year
intervening between the contribution year
and such succeeding taxable year.

(B) Special rule jor met operating loss
carryovers. In applying subparagraph (A),
the excess determined under subparagraph
(A) for the contribution year shall be re-
duced to the extent that such excess reduces
taxable income (as computed for purposes of
the second sentence of section 172(b) (2))
and increases the net operating loss deduc-
tion for a taxable year succeeding the contri-
bution year.

(2) Corporations—(A) In general. Any
contribution made by a corporation in a tax-
able year (hereinafter In this paragraph re-
ferred to as the “contribution year”) in excess
of the amount deductible for such year under
subsection (b) (2) 'shall be deductible for
each of the 6 succeeding taxable years in
order of time, but only to the extent of the
lesser of the two following amounts: (1) The
excess of the maximum amount deductible
for such succeeding taxable year under sub-
section (b) (2) over the sum of the contribu-
tions made in such year plus the aggregate of
the excess contributions which were made in
tfaxable years before the contribution year
and which are deductible under this sub-
paragraph for such succeeding taxable year;
or (ii) in the case of the first succeeding tax~
able year, the amount of such excess contri-
bution, and in the case of the second, third,
fourth, or fifth succeeding taxable year, the
portion of such excess contribtulon not
deductible under this subparagraph for any
taxable year Intervening between the con-
tribution year and such succeeding taxable
year.

(B) Special rule for net operating loss car«
ryovers. For purposes of subparagraph (A),
the excess of—

(i) The contributions made by & corpora-
tion in a taxable year to which this section
applies, over

(ii) The amount deductible in such year
under the lmitation in subsection (b) (2),
shall be reduced to the extent that such
excess reduces taxable income (as computed
for purposes of the second sentence of sec~
tion 172(b) (2) ) and increasing a net operat-
ing loss carryover under section 172 to a
succeeding taxable year.
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(e) Certain coniributions o ordinary in-
come and capital gain properiy—(1) Gen-
eral rule. The amount of any charitable
contribution of property otherwise taken
into account under this section shall be re-
duced by the sum of— :

(A) The amount of gain which would not
have been long-term capital gain if the prop-
erty contributed had been sold by the tax-
payer at its fair market value (determined
at the time of such contribution), and

(B) In the case of a charitable contribu-
tlon—

(1) Of tangible personal property, if the
use by the donee i§ unrelated to the pur-
pose or function constituting the basis for
its exemption under section 501 (or, in the
case of a governmental unit, to any pur
or function described in subsection (¢)), or

(ii) To or for the use of a private founda-
tion (as defined in section 509(a)), other
than a private foundation described in sub-
section (b) (1) (E),

50 percent (6214 percent, in the case of &
corporation) of the amount of gain which
would have been long-term capital gain if
the property contributed had been sold by
the taxpayer at its fair market value (de-
termined at the time of such contribution).

For purposes of applying this paragraph
(other than in the case of gain to which
section 617(d) (1), 1245(a), 1250(a), 1251(¢c),
or 1252(a) applies), property which is prop-
erty used in the trade or business (as de-
fined in section 1231(b)) shall be treated as
a caplital asset.

(2) Allocation of basis. For purposes of
paragraph (1), in the case of a charitable
contribution of less than the taxpayer's en-
tire interest in the property contributed,
the taxpayer’'s adjusted basis in such prop-
erty shall be allocated between the interest
contributed and any interest not contrib-
uted in accordance with regulations pre-
scribed by the Secretary or his delegate.

(r) Disallowance of deduction in certain
cases and special rules—(1) In general. No
deduction shall be allowed under this sec-
tion for a contribution to or for the use of
an organization or trust described in sec-
tion 508(d) or 4948(c)(4) subject to the
conditions specified in such sections,

(2) Coniributions of properiy placed in
trust—

(A) Remainder interest. In the case of
property transferred in trust no deduction
ghall be allowed under this section for the
value of a contribution of & remainder in-
terest unless the trust is a charitable re-
mainder annuity trust or a charitable
remainder unitrust (described in section
664), or a pooled income fund (described in
section 642(c) (5)).

(B) Income interests, etc. No deduction
shall be allowed under this section for the
value of any Interest In property (other
than a remainder interest) transferred in
trust unless the interest is in the form of
8 guaranteed annuity or the trust instru-
ment specifies that the interest is a fixed
percentage distributed yearly of the fair
market value of the trust property (to be
determined yearly) and the grantor 1is
treated as the owner of such interest for
purposes of applying section 671, If the
donor ceases to be treated as the owner of
such an interest for purposes of applying
section 671, at the time the donor ceases to
be so treated, the donor shall for purposes
of this chapter be considered as having re-
ceived an amount of income equal to the
amount of any deduction he received under
this section for the contribution reduced by
the discounted value of all amounts of In-
come earned by the trust and taxable to him
before the time at which he ceases to be
treated as the owner of the interest. Such
amounts of income shall be discounted to the
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date of the contribution. The Secretary or
his delegate shall prescribe such regulations
as may be necessary to carry out the pur-
poses of this subparagraph.

(C) Denial of deduction in case of pay-
ments by certain trusts. In any case in which
a deduction is allowed under this section for
the value of an interest in property de-
scribed in subparagraph (B), transferred in
trust, no deduction shall be allowed under
this section to the granfor or any other per-
son for the amount of any contribution made
by the trust with respect to such interest.

(D) Ezception. This paragraph shall not
apply in a case in which the value of all in-
terests in property transferred in trust are
deductible under subsection (a).

(3) Denial of deduction in case of cer-
tain contributions of partial interests in
property—(A) In general. In the case of &
contribution (not made by a transfer in
trust) of an interest in property which con-
sists of less than the taxpayer's entire in-
terest In such property, a deduction shall
be allowed under this section only to the ex-
tent that the value of the interest con-
tributed would be allowable as a deduction
under this section if such interest had been
transferred in trust. For purposes of this sub-
paragraph, a contribution by a taxpayer of
the right to use property shall be treated as
a contribution of less than the taxpayer's
entire Interest in such property.

(B) Ezceptions. Subparagraph (A) shall
not apply to a contribution of—

(1) A remainder interest in a personal
residence or farm, or

(ii) An undivided portion of the taxpay-
er’'s entire interest in property.

(4) Valuation of remainder interest in
real property. For purposes of this section,
in determining the value of a remainder in-
terest in real property, depreclation (com-
puted on the straight line method) and
depletion of such property shall be taken
into account, and such value shall be dis-
counted at a rate of 6 percent per annum,
except that the Secretary or his delegate
may prescribe a different rate.

(5) Reduction for certain interest. If, in
connection with any charitable contribution,
a liability is assumed by the recipient or by
any other person, or if a charitable contribu~
tion is of property which is subject to a
liability, then, to the extent necessary to
avoid the duplication of amounts, the amount
taken into account for purposes of this sec-
tion as the amount of the charitable con-
tribution—

(A) Shall be reduced for interest (i) which
has been pald (or is to be paid) by the tax-
payer, (ii) which is attributable to the lia-
bility, and (iii) which is attributable fo any
period affer the making of the contribution,
and

(B) In the case of a bond, shall be further
reduced for interest (1) which has been paid
(or is to be paid) by the taxpayer on indebt-
edness incurred or continued to purchase or
carry such bond, and (i1) which is attributa-
ble to any period before the making of the
contribution.

The reduction pursuant to subparagraph (B)
shall not exceed the interest (including in-
terest equivalent) on the bond which is at-
tributable to any period before the making
of the contribution and which is not (under
the taxpayer’s method of accounting) includ-
ible In the gross income of the taxpayer for
any taxable year. For purposes of this para-
graph, the term “bond" means any bond,
debenture, note, or certificate or other evi-
dence of indebtedness,

(6) Partial reduction of unlimited deduc-
tion—(A) In general. If the limitations in
subsections (b) (1) (A) and (B) do not apply
because of the application of subsection (b)

(1) (C), the amount otherwise allowable as
a deduction under subsection (a) shall be
reduced by the amount by which the tax-
payer’s taxable Income computed without
regard to this subparagraph is 1ess than the
transitional income percentage (determineq
under subparagraph (C)) of the taxpayer's
adjusted gross income. However, In no case
shall a taxpayer's deduction under this sec-
tion be reduced below the amount allowable
as a deduction under this section without
the applicability of subsection (b) (1) (C).

(B) Transitional deduction percentage,
For purposes of applying subsection (b)(1)
(C), the term “transitional deduction per-
centage” means—

(i) In the case of a taxable year beginning
before 1970, 90 percent, and

(i) In the case of & taxable year begin-
ning in—

Percent

(C) Transitional income percentage. For
purposes of applying subparagraph (A), the
term “transitional income percentage”
means, in the case of a taxable year begin.
ning in—

Percent
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(g) Application of wunlimited charitable
contribution deduction—(1) Allowance of
deduction for tazable years beginming after
December 31, 1963. If the taxable year begins
after December 31, 1963—

(A) Subsection (b) (1) (C) shall apply only
if the taxpayer so elects (at such time and
in such manner as the Secretary or his dele-
gate by regulations prescribes); and

(B) For purposes of subsection (b) (1) (C),
the amount of the charitable contributions
for the taxable year (and for all prior tax-
able years beginning after December 31,
1963) shall be determined without the ap-
plication of subsection (d) (1) and solely by
reference to charitable contributions de-
scribed in paragraph (2).

If the taxpayer elects to have subsection
(b) (1) (C) apply for the taxable year, then
for such taxable year subsection (a) shall
apply only with respect to charitable con-
tributions described in paragraph (2), and
no amount of charitable contributions made
in the taxable year or any prior taxable year
may be treated under subsection (d) (1) as
having been made in the taxable year or in
any succeeding taxable year,

(2) Qualified contributions. The chari-
table contributions referred to in paragraph
(1) are—

(A) Any charitable contribution described
in subsection (b) (1) (A);

(B) [Deleted.]

(C) Any charitable contribution, not de-
scribed in subsection (b)(1)(A), to an or-
ganization described In subsection (c)(2)
which meets the requirements of paragraph
(3) with respect to such charitable contri-
butions; and

(D) Any charitable contribution payment
of which is made on or before the date of the
enactment of the Revenue Aect of 1964
[February 28, 1964].

(8) Organizations expending at least 50
percent of donor’s contributions, An orgs-
nization shall be an organization referred 10
in paragraph (2)(C), with respect to any
charitable contribution, only if—

(A) Not later than the close of the third
year after the organization’s taxable year
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in which the contribution is received (or
pefore such later time as the Secretary or
his delegate may allow upon good cause
shown by such organization), such organi-
zation expends an amount equal to at least
50 percent of such contribution for—

(1) The active econduct of the, activities
constituting the purpose or function for
which it is organized and operated,

(ii) Assets which are directly devoted to
such aective conduct,

(iii) Contributions to organizations which
are described in subsection (b)(1)(A) or
in paragraph (2) (B) [sic] of this subaeguon,
or
(iv) Any combination of the foregoing;
and

(B) For the period beginning with the
taxable year in which such contribution is
received and ending with the taxable year
in which subparagraph (A) is satisfied with
respect to such contribution, such organi-
zation expends all of its mnet income (de-
termined without regard to capital gains
and losses) for the purposes described in
clauses (i), (ii), (iii), and (iv) of subpara-
graph (A).

If the taxpayer so elects (at such time and
in such manner as the Secretary or his
delegate by regulations prescribes) with re-
spect to contributions made by him to any
organization, then, in applying subparagraph
(B) with respect to contributions made by
nhim to such organization during his tax-
able year for which such election is made
during all his subsequent taxable years,

the close of any of its taxable years and on
or before the 15th day of the third month
following the close of such taxable year
shall be treated as expended during such
taxable year.

(4) Disqualified transactions. An organi-
zatlon shall be an organization referred to
in subparagraph (B) [sic] or (C) of para-
graph (2) onmly if at no time during the
period consisting of the organization’s tax-
able year in which the contribution is re-
celved its 3 preceding taxable years, and its 3
succeeding taxable years, such organization—

(A) Lends any part of its income or
corpus to,

(B) Pays compensation (other than rea-
sonable compensation for personal services
rendered) to,

(C) Makes any of its services available on
a preferential basis to,

(D) Purchases more than a minimal
amount of securities or other property from,
or

(E) Sells more than a minimal amount of
securities or other property to,

the donor of such contribution, any member
of his family (as defined in section 267(c)
(4)), any employee of the donor, any officer
or employee of a corporation in which he
owns (directly or indirectly) 50 percent or
more in value of the outstanding stock, or
any partner or employee of & partnership in
which he owns (directly or indirectly) 50 per-
cent or more of the capital interest or profits
interest. This paragraph shall not apply to
transactions occurring on or before the date
of the enactment of the Revenue Act of 1964
[February 26, 1964].

(h) Amounts peid to maintain certain
students as members of taxpayer's house-
hold—(1) In general. Subject to the limita-
tlons provided by paragraph (2), amounts
bald by the taxpayer to maintain an indi-
vidual (other than a dependent, as defined
In section 152, or a relative of the taxpayer)
35 & member of his household during the
period that such individual is—

(A) A member of the taxpayer’s household
under a written t between the tax-
payer and an organization described in para-
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graph (2), (38), or (4) of subsection (¢) to
implement a program of the organization to
provide educational opportunities for pupils
or students in private homes, and

(B) A full-time pupil or student in the
12th or any lower grade at an educational
institution (as defined in section 151(e) (4))
located In the United States,

shall be treated as amounts pald for the use
of the organization.

(2) Limitations—(A) Amount. Paragraph
(1) shall apply to amounts paid within the
taxable year only to the extent that such
amounts do not exceed $50 multiplied by the
number of full calendar months during the
taxable year which fall within the period
described in paragraph (1). For purposes of
the preceding sentence, if 15 or more days of
&' calendar month fall within such period
such month shall be considered as a full cal-
endar month.

(B) Compensation or reimbursement. Para-
graph (1) shall not apply to any amount paid
by the taxpayer within the taxable year if the
taxpayer receives any money or other property
as compensation or reimbursement for main-
taining the individual in his household dur-
ing the period described in paragraph (1).

(3) Relative defined. For purposes of para-
graph (1), the term *relative of the taxpayer"
means an individual who, with respect to the
taxpayer, bears any of the relationships de-
scribed In paragraphs (1) through (8) of sec~
tion 152 (a).

(4) Noother amount allowed as deduction.
No deduction shall be allowed under subsec~
tion (a) for any amount paid by a taxpayer
to maintain an individual as a member of his

household under a program described in para-

graph (1) (A) except as provided in this sub-
section.

(1) Disallowance of deduction in certain
cases. For disallowance of deductions for con-
tributions to or for the use of communist
controlled organizations, see section 11(a) of
the Internal Security Act of 1950 (64 Stat.
996; 50 U.8.C. 790).

(}) Other cross references. (1) For chari-
table contributions of estates and trusts, see
section 642(c¢c).

(2) For nondeductibility of contributions
by common trust funds, see section 584.

(3) For chariteble contributions of part-
ners, see section 702.

(4) For charitable contributions of non-
resident aliens, see section 873.

(5) For treatment of gifts for benefit of or
use in connection with the Naval Academy as
gifts to or for the use of the United States,
see section 3 of the Act of March 31, 1944 (58
Stat. 135; 34 U.8.C. 1115b).

(6) For treatment of gifts for benefit of

-the library of the Post Office Department as

gifts to or for the use of the United States,
see section 2 of the Act of August 8, 1946 (60
Stat. 92¢4; 5 U.S.C. 393).

(7) For treatment of gifts accepted by the
Secretary of State under the Foreign Service
Act of 1946 as gifts to or for the use of the
United States, see section 1021(e) of that Act
(60 Stat. 1032; 22 U.S.C. 809 (e) ).

(8) For treatment of gifts of money ac-
cepted by the Attorney General for credit to
the "Commissary Funds Federal Prisons” as
gifts to or for the use of the United States,
see section 2 of the Act of May 15, 1952 (66
Stat. 73, as amended by the Act of July 9,
1952, 66 Stat. 479, 31 U.8.C. 725s-4).

[Sec. 170 as amended by sec. 1, Act of Aug. 7,
1956 (Public Law 1022, 84th Cong, 70 Stat.
1117); secs. 10, 11, and 12, Technical Amend-
ments Act 1958 (72 Stat. 1609-10); sec. 7(a),
Act of Sept. 14, 1960 (Public Law 86-779, 74
Stat. 1002); sec. 13(d), Rev. Act 1962 (76
Stat. 1043); sec. 2, Act of Oct, 23, 1962 (Public
Law 87-858, 76 Stat. 1134); secs. 209 and 231
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(b), Rev. Act 1964 (78 Stat. 43, 100); sec. 1(b)
(1), Act of Sept. 12, 1966 (Public Law 89-570,
80 Stat. 762); secs. 101(§) (2),201(a) (1) and
¢2) (A), and 201 (h), Tax Reform Act 1969 (83
Stat. 526, 549, 558, 565) ]

§ 1.170A-1 Charitable, ete., contribu-
tions and gifts; allowance of deduc-
tion.

(a) In general—(1) Allowance of de-
duction. Any charitable contribution, as
defined in section 170(c¢), actually paid
during the taxable year is allowable as
a deduction in computing taxable in-
come, irrespective of the method of ac-
counting employed or of the dafte on
which the contribution is pledged. How-
ever, charitable contributions by corpo-
rations may under certain eircumstances
be deductible even though not paid dur-
ing the taxable year, as provided in sec-
tion 170(a) (2) and § 1.170A-11. The de-
duction is subject to the limitations of
section 170(h) and §1.170A-8 or
§ 1.170A-11. Subject to the provisions of
section 170(d) and §§1.170A-10 and
1.170A-11, certain excess charitable con-
tributions made by individuals and cor-
porations shall be treated as paid in cer-
tain succeeding taxable years. For rules
relating to the determination of, and the
deduction for, amounts paid to main-
tain certain students as members of the
taxpayer’s household and treated under
section 170(h) as paid for the use of
an organization described in section 170
(¢) (2), (3), or (4), see § 1.170A-2. For
the reduction of any charitable contri-
butions for interest on certain indebted-
ness, see section 170(f) (5) and § 1.170A-
3. For a special rule relating to the com-
putation of the amount of the deduction
with respect to a charitable contribution
of certain ordinary income or capital
gain property, see section 170(e) and
§ 1.170A-4. For rules for postponing the
time for deduction of a charitable con-
tribution of a future interest in tangible
personal property, see section 170(a) (3)
and § 1.170A-5. For rules with respect to
transfers in trust and of partial interests
in property, see section 170(e), section
170(f) (2) and (3), §§ 1.170A-4, 1.170A~6,
and 1.170A-17. For definition of the term
“section 170(b) (1) (A) organization”, see
§ 1.170A-9. For valuation of a remainder
interest in real property, see section 170
(f) (4) and the regulations thereunder.
The deduction for charitable contribu-
tions is subject to verification by the
district director.

(2) Information required in support
of deductions—(i) In genergl. In connec-
tion with claims for deductions for
charitable contributions, taxpayers shall
state in their income tax returns the
name of each organization to which a
contribution was made and the amount
and date of the actual payment of each
contribution, If a contribution is made
in property other than money, the tax-
payer shall state the kind of property
contributed, for example, used clothing,
paintings, or securities, the method
utilized in determining the fair market
value of the property at the time the
contribution was made, and whether or

not the amount of the contribution was
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reduced under section 170(e). If a tax-
payer makes more than one cash contri-
bution to an organization during the tax-
able year, then in lieu of listing each
cash contribution and the date of pay-
ment the taxpayer may state the total
cash payments made to such organiza-
tion during the taxable year. A taxpayer
who elects under paragraph (d)(2) of
§ 1.170A-8 to apply section 170(e) (1) to
his contributions and carryovers of 30-
percent capital gain property must file a
statement with his return indicating that
he has made the election and showing
the contributions in the current year
and carryovers from preceding years to
which it applies. For the definition of

the term “30-percent capital gain
property”, see paragraph (d)(3) of
§ 1.170A-8.

(ii) Coniribution by individual of
property other than money. If an indi-
vidual taxpayer makes a charitable con-
tribution of an item of property other
than money and claims a deduction in
excess of $200 in respect of his contribu=
tion of such item, he shall attach to his
income tax return the following infor-
mation with respect to such item:

(@) The name and address of the
organization to which the contribution
was made.

(b) The date of the actual contribu-
tion.

(¢) A description of the property in
sufficient detail to identify the particu-
lar property contributed, including in
the case of tangible property the physi-
cal condition of the property at the time
of contribution, and, in the case of
securities, the name of the issuer, the
type of security, and whether or not
such security is regularly traded on a
stock exchange or in an over-the-
counter market.

(d) 'The manner of acquisition, as, for
example, by purchase, gift, bequest, in-
heritance, or exchange, and the approxi-
mate date of acquisition of the property
by the taxpayer or, if the property was
created, produced, or manufactured by
or for the taxpayer, the approximate
date the property was substantially
complefed.

(e) The fair market value of the
property at the time the contribution
was made, the method utilized in de-
termining the fair market value, and,
if the valuation was determined by ap-
praisal, a copy of the signed report of
the appraiser.

(f) The cost or other basis, adjusted
as provided by section 1016, of property,
other ‘than securities, held by the tax-
payer for a period of less than 5 years
immediately preceding the date on which
the contribution was made and, when
the information is available, of property,
other than securities, held for a period of
5 years or more preceding the date on
which the contribution was made.

(g) In the case of property to which
section 170(e) applies, the cost or other
basis, adjusted as provided by section
1016, the reduction by reason of section
170(e) (1) in the amount of the chari-
table contribution otherwise taken into,
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account, and the manner in which such
reduction was determined.

(h) The terms of any agreement or
understanding entered into by or on
behalf of the taxpayer which relates to
the use, sale, or disposition of the prop-
erty contributed, as, for example, the
terms of any agreement or understanding
which—

(1) Restricts temporarily or perma-
nently the donee’s right to dispose of
the donated property,

(2) Reserves to, or confers upon, any-
one other than the donee organization
or other than an organization partici-
pating with such organization in coop-
erative fund raising, any right to the in-
come from such property, to the posses-
sion of the property, including the right
to vote securities, to acquire such prop-
erty by purchase or otherwise, or to
designate the person to have such income,
possession, or right to acquire, or

(3) Earmarks contributed property for
a particular charitable use, such as the
use of donated furniture in the reading
room of the donee organization’s library.

(i) The total amount claimed as a
deduction for the taxable year due to
the contribution of the property and,
if less than the entire interest in the
property is contributed during the tax-
able year, the amount claimed as a de-

 duction in any prior year or years for

contributions of other interests in such
property, the name and address of each
organization to which any such contri-
bution was made, the place where any
such property which is tangible prop-
erty is located or kept, and the name
of any person, other than the organiza-
tion to which the property giving rise
to the deduction was contributed, having
actual possession of the property.

(iii) Statement from donee organiza-
tion. Any deduction for a charltable con-
tribution must be substantiated, when
required by the district director, by a
statement from the organization to
which the contribution was made indi-
cating whether the organization is a
domestic organization, the name and ad-
dress of the contributor, the amount of
the contribution, the date of actual re-
ceipt of the contribution, and such other
information as the district director may
deem necessary. If the contribution in-
cludes an item of property, other than
money or securities which are regularly
traded on a stock exchange or in an over-
the-counter market, which the donee
deems to have a fair market value in
excess of $200 at the time of receipt, such
statement shall also indicate for each
such item its location if it is retained by
the organization, the amount received by
the organization on any sale of the prop-
erty and the date of sale or, in case of
any other disposition of the property, the
method of disposition. In the case of any
contribution of tangible personal prop-
erty, the statement shall indicate the use
of the property by the organization and
whether or not it is used for a purpose or
function constituting the basis for the
donee organization’s exemption from in-

come tax under section 501 or, in the case

of a governmental unit, whether or not
it is used for exclusively public purposes,

(b) Time of making contribution. Or-
dinarily, a contribution is made at the
time delivery is effected. The uncondi-
tional delivery or mailing of a check
which subsequently clears in due course
will constitute an effective contribution
on the date of delivery or mailing, If a
taxpayer unconditionally delivers or
mails a properly endorsed stock certifi-
cate to a charitable donee or the donee’s
agent, the gift is completed on the date
of delivery or, if such certificate is re-
ceived in the ordinary course of the mails,
on the date of mailing. If the donor de-
livers the stock certificate to his bank or
broker as the donor’s agent, or to the
issuing corporation or its agent, for
transfer into the name of the donee, the
gift is completed on the date the stock is
transferred on the books of the corpora-
tion. For rules relating to the date of
payment of a contribution consisting of
a future interest in tangible personal
property, see section 170(a)(3) and
§ 1.170A-5.

(¢) Value of a contribution in prop-
erty. (1) If a charitable contribution is
made in property other than money, the
amount of the contribution is the fair
market value of the property at the time
of the contribution reduced as provided
in section 170(e) (1) and paragraph (a)
of § 1.170A-4.

(2) The fair market value is the price
at which the property would change
hands between a willing buyer and a
willing seller, neither being under any
compulsion to buy or sell and both having
reasonable knowledge of relevant facts,
If the contribution is made in property
of a type which the taxpayer sells in the
course of his business, the fair market
value is the price which the taxpayer
would have received if he had sold the
contributed property in the usual market
in which he customarily sells, at the time
and place of the contribution and, in the
case of a contribution of goods in quan-
tity, in the quantity contributed. The
usual market of a manufacturer or other
producer consists of the wholesalers or
other distributors to or through whom
he customarily sells, but if he sells only
at retail the usual market consists of his
retail customers.

(3) If a donor makes & charitable con-
tribution of property, such as stock in
trade, at a time when he could not rea-
sonably have been expected to realize its
usual selling price, the value of the gift
is not the usual selling price but is the
amount for which the quantity of prop-
erty contributed would have been sold
by the donor at the time of the
contribution.

(4) Any costs and expenses pertaining
to the contributed property which were
incurred in taxable years preceding the
yvear of contribution and are properly
reflected in the opening inventory for the
year of contribution must be removed
from inventory and are not a part of the
cost of goods sold for purposes of deter-
mining gross income for the year of con-
tribution. Any costs and expenses per-
taining to the contributed property
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which are incurred in the year of contri-
bution and would, under the method of
accounting used, be properly reflected in
the cost of goods sold for such year are
to be treated as part of the cost of goods
sold for such year. If costs and expenses
incurred in producing or acquiring the
contributed property are, under the
method of accounting used, properly de-
ducted under section 162 or other section
of the Code, such costs and expenses will
pe allowed as deductions for the taxable
year in which they are paid or incurred,
whether or not such year is the year of
the contribution. Any such costs and ex-
penses which are treated as part of the
cost of goods sold for the year of con-
tribution, and any such costs and ex-
penses which are properly deducted un-
der section 162 or other section of the
Code, are not to be treated under any
section of the Code as resulting in any
basis for the contributed property. Thus,
for example, the contributed property
has no basis for purposes of determining
under section 170(e) (1) (A) and para-
graph (a) of §1.170A-4 the amount of
gain which would have been recognized
if such property had been sold by the
donor at its fair market value at the time
of its contribution. The amount of any
charitable contribution for the taxable
year is not to be reduced by the amount
of any costs or expenses pertaining to
the contributed property which was
properly deducted under section 162 or
other section of the Code for any taxable
year preceding the year of the contribu-
tion. This subparagraph applies only to
property which was held by the taxpayer
for sale in the course of a trade or busi-
ness. The application of this subpara-
graph may be illustrated by the following
examples:

Ezample (1). In 1870, A, an individual
using the calendar year as the taxable year
and the accrual method of accounting, con-
tributed to a church property from inventory
having a fair market value of $600. The clos-
ing inventory at the end of 1969 properly
included $400 of costs attributable to the
ecquisition of such property, and in 1969 A
properly deducted under section 162 $50 of
administrative and other expenses attrib=-
utable to such property. Under section 170(e)
(1) (A) and paragraph (a) of § 1.170A-4, the
amount of the charitable contribution
allowed for 1970 is $400 (8600 — [8600—8400]).
Pursuant to this subparagraph, the cost of
goods sold to be used in determining gross
income for 1970 may not include the $400
which was included in opening inventory for
that year,

Ezample (2). The facts are the same as in
example (1) except that the contributed
property was acquired in 1970 at a cost of
§400. The $400 cost of the property is in-
cluded In determining the cost of goods sold
for 1970, and $50 is allowed as a deduction
for that year under section 162. A is not
allowed any deduction under section 170 for
ﬂjg’ contributed property, since under section
170(e) (1) (A) and paragraph (a) of § 1.170A-
4 the amount of the charitable contribution
Is reduced to zero ($600— [$600—§0]).

Ezample (3). In 1970, B, an individual
using the calendar year as the taxable year
and the accrual method of accounting, con-
}nbpted to a church property from inventory
having a fair market value of $600. Under
§1.471-3(c), the closing inventory at the end

oI 1960 properly included $450 costs attribut=
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able to the production of such property, in-
cluding $50 of administrative and other in-
direct expenses which, under his method of
accounting, was properly added to Inventory
rather than deducted as a business expense.
Under section 170(e) (1) (A) and paragraph
(a) of § 1,170A-4, the amount of the charita-
ble contribution allowed for 1970 is 8450
($600— [8600—$450]). Pursuant to this sub-
paragraph, the cost of goods sold to be used
in determining gross income for 1970 may not
Include the $450 which was included in open-
ing inventory for that year.

Ezample (4). The facts are the same as in
example (3) except that the contributed
property was produced in 1970 at a cost of
$450, including 850 of administrative and
other indirect expenses. The $450 cost of the
property is included in determining the cost
of goods sold for 1870. B is not allowed any
deduction under section 170 for the con-
tributed property, since under section 170(e)
(1) (A) and paragraph (a) of §1.170A-4 the
amount of the charitable contributlion is re-
duced to zero ($600— [8600—80]).

Ezample (5). In 1970, C, a farmer using
the cash method of accounting and the cal-
endar year as the taxable year, contributed
to a church a quantity of grain which he had
raised having a falr market value of $600.
In 1969, C paid expenses of $450 in raising
the property which he properly deducted for
such year under section 162. Under section
170(e) (1) (A) and paragraph (a) of
§ 1.170A-4, the amount of the charitable
contribution in 1970 is reduced to =zero
(8600 — [$600—80]}). Accordingly, © is not
allowed any deduction under section 170 for
the contributed property.

Ezample (6). The facts are the same as
in example (6) except that the $450 ex-
penses incurred in raising the contributed
property were paid in 1970. The result is the
same as in example (6), except the amount
of 8450 is deductible under section 162 for
1970.

(5) Transfers of property to an or-
ganization described in section 170(c)
which bear a direct relationship to the
taxpayer's trade or business and which
are made with a reasonable expectation
of financial return commensurate with
the amount of the transfer may consti-
tute allowable deductions as trade or
business expenses rather than as charita-
ble contributions. See section 162 and the
regulations thereunder.

(d) Purchase of an annuity. (1) In
the case of an annuity or portion thereof
purchased from an organization de-
scribec. in section 170(e¢), there shall be
allowed as a deduction the excess of the
amount paid over the value at the
time of purchase of the annuity or por-
tion purchased.

(2) The value of the annuity or por-
tion is the value of the annuity deter-
mined in accordance with paragraph (e)
(1) (1il) (b) (2) of § 1.101-2.

(3) For determining gain on any such
transaction constituting a bargain sale,
see section 1011(b) and §1.1011-2,

(e) Transfers subject to a condition
or power. If as of the date of a gift a
transfer for charitable purposes is de-
pendent upon the performance of some
act or the happening of a precedent
event in order that it might become
effective, no deduction is allowable unless
the possibility that the charitable trans-
fer will not become effective is so remote
as to bo negligible, If an interest in prop-
erty passes to, or is vested in, charity
on the date of the gift and the interest
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would be defeated by the subsequent per-
formance of some act or the happening
of some event, the possibility of oceur-
rence of which appears on the date of
the gift to be so remote as to be negli-
gible, the deduction is allowable. For ex-
ample, A transfers land to a city gov-
ernment for as long as the land is used
by the city for a public park. If on the
date of the gift the city does plan to use
the land for a park and the possibility
that the city will not use the land for a
public park is so remote as to be neg-
ligible, A is entitled to a deduction un-
der section 170 for his charitable
contribution.

(f) Special rules applicable to certain
contributions. (1) See section 14 of the
Wild and Scenic Rivers Act (Public Law
90-542, 82 Stat. 918) for provisions re-
lating to the claim and allowance of the
value of certain easements as a charita-
ble contribution under section 170.

(2) For treatment of gifts accepted
by the Secretary of State or the Secre-
tary of Commerce, for the purpose of
organizing and holding an international
conference to negotiate a Patent Cor-
poration Treaty, as gifts to or for the use
of the United States, see section 3 of
joint resolution of December 24, 1969
(Public Law 91-160, 83 Stat. 443).

(3) For treatment of gifts accepted
by the Secretary of the Department of
Housing and Urban Development, for the
purpose of aiding or facilitating the work
of the Department, as gifts to or for the
use of the United States, see section 7(k)
of the Department of Housing and Urban
Development Act (42 U.S.C. 3535), as
added by section 905 of Public Law 81~
609 (84 Stat. 1809).

(g) Contributions of services. No de-
duction is allowable under section 170
for a contribution of services. However,
unreimbursed expenditures made inci-
dent to the rendition of services to an
organization contributions to which are
deductible may constitute a deductible
contribution. For example, the cost of a
uniform without general utility which is
required to be worn in performing do-
nated services is deductible. Similarly,
out-of-pocket transportation expenses
necessarily incurred in performing do-
nated services are deductible. Reason-
able expenditures for meals and lodging
necessarily incurred while away from
home in the course of performing do-
nated services also are deductible. For
the purposes of this paragraph, the
phrase “while away from home" has the
same meaning as that phrase is used
for purposes of section 162 and the regu-
lations thereunder.

(h) Exceptions and other rules. (1)
The provisions of section 170 do not
apply to contributions by an estate; nor
do they apply to a trust unless the trust
is a private foundation which, pursuant
to section 642(c) (6) and § 1.642(¢c)—4, is
allowed a deduction under section 170
subject to the provisions applicable to
individuals.

(2) No deduction shall be allowed un-
der section 170 for a charitable contribu-
tion to or for the use of an organiza-
tion or trust described in section 508(d)
or 4948(c¢) (4), subject to the conditions

FEDERAL REGISTER, VOL, 37, NO. 193—WEDNESDAY, OCTOBER 4, 1972




20774

specified in such sections and the regula~
tions thereunder.

(3) For disallowance of deductions for
contributions to or for the use of com-
munist controlled organizations, see sec-
tion 11(a) of the Internal Security Act of
1950, as amended (50 U.S.C. 790),

(4) For denial of deductions for chari-
table contributions as trade or business
expenses and rules with respect to treat-
ment of payments to organizations other
than those described in section 170(c),
see section 162 and the regulations there-
under,

(5) No deduction shall be allowed un-
der section 170 for amounts paid to an
organization—

(i) A substantial part of the activi-
ties of which is carrying on propaganda,
or otherwise attempting, to influence
legislation, or

(ii) Which participates in, or inter-
venes in (including the publishing or dis-
tributing of statements), any political
campaign on behalf of any candidate for
public office.

For purposes of determining whether
an organization is attempting to influ-
ence legislation or is engaging in politi-
cal activities, see section 501(c) (3) and
the regulations thereunder.

(6) No deduction shall be allowed
under section 170 for expenditures for
lobbying purposes, the promotion or de-
feat of legislation, etc. See also the regu-
lations under sections 162 and 4945.

(7) No deduction for charitable con-
tributions is allowed in computing the
taxable income of a common trust fund
or of a partnership. See sections 584(d)
(3) and 703(a) (2) (D). However, a part-
ner’s distributive share of charitable con-
tributions actually paid by a partnership
during its taxable year may be allowed
as a deduction in the partner’s separate
return for his taxable year with or within
which the taxable year of the partner-
ship ends, to the extent that the aggre-
gate of his share of the partnership
contributions and his own contributions
does not exceed the limitations in section
170(b).

(8) For charitable contributions paid
by a citizen of the United States en-
titled to the benefits of section 931, see
section 931(d) and the regulations
thereunder.

(9) For charitable contributions paid
by a nonresident alien individual or a
foreign corporation, see § 1.170A—4(b) (5)
and sections 873, 876, 877, and 882(c),
and the regulations thereunder.

(10) For charitable contributions paid
by a citizen of the United States or a
domestic corporation entitled to the
benefits of section 931 (relating to in-
come from sources within possessions of
the United States), see section 931(d)
and the regulations thereunder.

(11> For carryover of excess chari-
table contributions in certain corporate
acquisitions, see section 381(c) (19) and
the regulations thereunder.

(i) Effective date. This section applies
only to contributions paid in taxable

years beginning after December 31, 1969.
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§ 1.L170A-2 Amounts paid to maintain
certain students as members of the
taxpayer’s household.

(a) In general. (1) The term “chari-
table contributions” includes amounts
paid by the taxpayer during the taxable
vear to maintain certain students as
members of his household which, under
the provisions of section 170(h) and this
section, are treated as amounts paid for
the use of an organization described in
section 170(e) (2), (3), or (4), and such
amounts, to the extent they do not ex-
ceed the limitations under section 170
(h) (2) and paragraph (b) of this sec-
tion, are contributions deductible under
section 170. In order for such amounts
to be so treated, the student must be an
individual who is neither a dependent
(as defined in section 152) of the tax-
payer nor related to the taxpayer in
a manner described in any of the
paragraphs (1) through (8) of sec-
tion 152(a), and such individual must
be a member of the taxpayer's house-
hold pursuant to a written agreement
between the taxpayer and an organiza-
tion described in section 170(¢c) (2), (3),
or (4) to implement a program of the
organization to provide educational op-
portunities for pupils or students placed
in private homes by such organization.
Furthermore, such amounts must be
paid to maintain such individual during
the period in the taxable year he is a
member of the taxpayer's household and
is a full-time pupil or student in the 12th
or any lower grade at an educational in-
stitution, as defined in section 151(e) (4)
and §1.151-3, located in the United
States. Amounts paid outside of such
period, but within the taxable year, for
expenses necessary for the maintenance
of the student during the period will
qualify for the charitable contributions
deduction if the other limitation re-
quirements of the section are met.

(2) For purposes of subparagraph (1)
of this paragraph, amounts treated as
charitable contributions include only
those amounts actually paid by the tax-
payer during the taxable year which are
directly attributable to the maintenance
of the student while heis a member of
the taxpayer’s household and is attend-
ing an educational institution on a full-
time basis. This would include amounts
paid to insure the well-being of the in-
dividual and to carry out the purpose for
which the individual was placed in the
taxpayer’s home. For example, a deduc-
tion under section 170 would be allowed
for amounts paid for books, tuition, food,
clothing, transportation, medical and
dental care, and recreation for the in-
dividual. Amounts treated as charitable
contributions under this section do not
include amouats which the taxpayer
would have expended had the student not
been in the household. They would not
include, for example, amounts paid in
connection with the taxpayer's home for
taxes, insurance, interest on a mortgage,
repairs, etc. Moreover, such amounts do
not include any depreciation sustained by
the taxpayer in maintaining such stu-
dent or students in his household, nor do

they include the value of any services
rendered on behalf of such student or
students by the taxpayer or any member
of the taxpayer’s household.

(3) For purposes of section 170(h)
and this section, an individual will he
considered to be a full-time pupil or stu-
dent at an educational institution only if
he is enrolled for a course of study pre-
scribed for a full-time student at such
institution and is attending classes on a
full-time basis, Nevertheless, such indi-
vidual may be absent from school due to
special circumstances and still be con-
sidered to be in full-time attendance,
Periods during the regular school term
when the school is closed for holidays,
such as Christmas and Easter, and for
periods between semesters are treated as
periods during which the pupil or student
is in full-time attendance at the school.
Also, absences during the regular school
term due to illness of such individual
shall not prevent him from being con-
sidered as a full-time pupil or student,
Similarly, absences from the taxpayer's
household due to special circumstances
will not disqualify the student as a mem-
ber of the household. Summer vacations
between regular school terms are not
considered periods of school attendance.

(4) When claiming a deduction for
amounts described in section 170(h) and
this section, the taxpayer must submit
with his return a copy of his agreement
with the organization sponsoring the in-
dividual placed in the taxpayer's house-
hold, together with a summary of the
various items for which amounts were
paid to maintain such individual, and a
statement as to the date the individual
became a member of the household and
the period of his full-time attendance at
school and the name and location of such
school. Substantiation of amounts
claimed must be supported by adequate
records of the amounts actually paid.
Due to the nature of certain items, such
as food, a record of amount spent for all
members of the household, with an equal
portion thereof allocated to each mem-
ber, will be acceptable.

(b) Limitations. Section 170(h) and
this section shall apply to amounts paid
during the taxable year only to the extent
that the amounts paid in maintaining
each pupil or student do not exceed $50
multiplied by the number of full calen-
dar months in the taxable year that the
pupil or student is maintained in ac-
cordance with the provisions of this sec-
tion. For purposes of such limitation if
15 or more days of a calendar month fall
within the period to which the mainte-
nance of such pupil or student relates,
such month is considered as a ful
calendar month. To the extent that such
amounts qualify as charitable contribu-
tions under section 170(¢), the aggregale
of such amounts plus other contributions
made during the taxable year for the
use of an organization described in sec-
tion 170(c) is deductible under section
170 subject to the limitation provided in
section 170(b) (1) (B) and paragraph (¢
of § 1.170A-8.

(¢) Compensation or reimbursement.
Amounts paid during the taxable year
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to maintain a pupil or student as a mem-
ber of the taxpayer’'s household as pro-
vided in paragraph (a) of this section,
shall not be taken into account under
section 170(h) and this section, if the
taxpayer receives any money or other
property as compensation or reimburse-
ment for any portion of such amounts.
The taxpayer will not be denied the bene-
fits of section 170(h) if he prepays an
extraordinary or nonrecurring expense,
such as a hospital bill or vacation trip, at
the request of the individual’s parents or
the sponsoring organization and is reim-
pursed for such prepayment. The value
of services performed by the pupil or
student in attending to ordinary chores
of the household will generally not be
considered to constitute compensation or
reimbursement. However, if the pupil or
student is taken into the taxpayer's
household to replace a former employee
of the taxpayer or gratuifously to per-
form substantial services for the tax-
payer, the facts and circumstances may
warrant a conclusion that the taxpayer
received reimbursement for maintaining
the pupil or student.

(d) No other amount allowed as de-
duction. Except to the extent that
amounts deseribed in section 170(h) and
this section are treated as charitable
contributions under section 170(c) and,
therefore, deductible under section
170(a), no deduction is allowed for any
amount paid to maintain an individual,
as a member of the taxpayer’s house-
hold, in accordance with the provisions
of section 170(h) and this section.

(e) Illustrations. The application of
this section may be illustrated by the
following examples:

Ezample (1). The X organization is an
organization described in section 170(c) (2)
and Is engaged In a program under which a
number of European children are placed in
the homes of U.S. residents in order to further
the children’s high school education. In ac-
cordance with paragraph (a) of this section,
the taxpayer, A, who reports his income on
the calendar year basis, agreed with X to
take two of the children, and they were
placed in the taxpayer’s home on January 2,
1970, where they remained until January 21,
1071, during which time they were fully
maintained by the taxpayer. The children
enrolled at the local high school for the full
course of study prescribed for 10th grade
students and attended the school on a full-
time basis for the spring semester starting
January 18, 1970, and ending June 3, 1970,
and for the fall semester starting Septem-
ber 1, 1970, and ending January 13, 1971, The
total cost of food paid by A in 1970 for
himself, his wife, and the two children
amounted to $1,920, or $40 per month for
each member of the household. Since the
children were actually full-time students for
only 8% months during 1970, the amount
pald for food for each child during that
period amounted to $340. Other amounts
amounts paid during the 85 -month period
for each child for laundry, lights, water,
recreation, and school supplies amounted to
$160. Thus, the amounts treated under sec-
tion 170(h) and this section as pald for the
use of X would, with respect to each child,
total 8500 ($3404-$160), or a total for both
C:lllldren of $1,000, subject to the limitations
of paragraph (b) of this section. Since, for
Purposes of such limitations, the children
Wwere full-time students for only 8 full cal-

endar months during 1970 (less than 15 days
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in January 1870), the taxpayer may treat
only $800 as a charltable contribution made
in 1870, that is, $50 multiplled by the 8 full
calendar months, or $400 pald for the main-
tenance of each child, Neither the excess pay-
ments nor amounts pald to maintain the
children during the period before school
opened and for the period in summer be-
tween regular school terms is taken Into
account by reason of section 170(h). Also,
because the children were full-time students
for less than 15 days in January 1971 (al-
though maintained In the taxpayer's house-
hold for 21 days), amounts paid to main-
taln the children during 1971 would not
qualify as a charitable contribution,
Ezample (2). A religious organization de-
scribed in section 170(e¢) (2) has a program
for providing educational opportunities for
children it places in private homes. In order
to implement the program, the taxpayer, H,
who resides with his wife, son, and daughter
of high school age in a town in the United
States, signs an agreement with the organi-
zation to maintain a girl sponsored by the
organization as & member of his household
while the child attends the local high school
for the regular 1970-71 school year. The child
is a full-time student at the school during
the school year starting September 6, 1970,
and ending June 6, 1671, and is & member
of the taxpayer's household during that pe-
riod. Although the taxpayer pays $200 during
the school period falling in 1870, and $240
during the school period falling in 1971, to
maintaln the child, he cannot claim either
amount as a charitable contribution because
the child’s parents, from time to time during
the school year, send butter, eggs, meat, and
vegetables to H to help defray the expenses
of maintaining the child. This is considered
property received as reimbursement under
paragraph (¢) of this section. Had her par-
ents not contributed the food, the fact that
the child, in addition to the normal chores
she shared with the taxpayer's daughter,
such as cleaning their own rooms and help-
ing with the shopping and cooking, was re-
sponsible for the family laundry and for the
heavy cleaning of the entire house while the
taxpayer's daughter had no comparable re-
sponsibilities would also preclude a claim
for a charitable contributions deduction,
These substantial gratuitous services are
considered property received as reimburse-
ment under paragraph (c¢) of this section.
Ezample (3). A taxpayer resides with his
wife in a city in the eastern United States.
He agrees, in writing, with a fraternal
society described In section 170(c¢) (4) to
accept & child selected by the soclety for
maintenance by him as a member of his
household during 1971 In order that the
child may attend the local grammar school
as a part of the society’'s program to provide
elementary education for certain children
selected by it. The taxpayer maintains the
child, who has as his principal place of abode
the home of the taxpayer, and is & member
of the taxpayer's household, during the en-
tire year 1971. The child Is a full-time stu-
dent at the local grammar school for 8 full
calendar months during the year. Under the
agreement, the society pays the taxpayer $30
per month to help maintain the child. Since
the $30 per month is considered as compen-
sation or relmbursement to the taxpayer for
some portion of the maintenance paid on
behalf of the child, no amounts paid with
respect to such maintenance can be treated
as amounts paid In accordance with section
170(h). In the absence of the $30 per month
payments, If the child qualifies as a depend-
ent of the taxpayer under section 152(a) (9),
that fact would also prevent the mainte-
nance payments from being treated as charl-
table contributions paid for the use of the

fraternal soclety.
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(f) Effective date, This section applies
only to contributions paid in taxable
years beginning after December 31, 1969,

§ 1.170A-3 Reduction of charitable con-
tribution for interest on certain in-
debtedness.

(a) In general. Section 170(f) (5) re-
quires that the amount of a charitable
contribution be reduced for certain in-
terest to the extent necessary to avoid
the deduction of the same amount both
as an intferest deduction under section
163 and as a deduction for charitable
contributions under section 170, The re-
duction is to be determined in accord-
ance with paragraphs (L) and (¢) of this
section.

(b) Interest attributable to postcon-
tribution period. In determining the
amount to be taken into account as a
charitable contribution for purposes of
section 170, the amount determined
without regard to section 170(f) (5) or
this section shall be reduced by the
amount of interest which has been paid,
or is to be paid, by the taxpayer, which
is attributable to any liability connected
with the confribution, and which is at-
tributable to any period of time after the
making of the contribution. The deduc-
tion otherwise allowable for charitable
contributions under section 170 is re-
quired to be reduced pursuant to sec-
tion 170(f) (5) and this section only
if, in connection with a charitable
contribution, a liability is assumed by
the recipient of the contribution or by
any other person or if the charitable
contribution is of property which is
subject to a liability. Thus, if a char-
itable contribution is made in prop-
erty and the transfer is conditioned
upon the assumption of a liability
by the donee or by some other per-
son, the contribution must be reduced
by the amount of any interest which
has been paid, or will be paid, by the
taxpayer, which is attributable to the
liability, and which is attributable to
any period after the making of the
contribution. The adjustment referred
to in this paragraph must also be
made where the contributed property
is subject to a liability and the value
of the property reflects the payment
by the donor of interest with respect
to a period of time after the making
of the contribution.,

(¢) Interest attributable to precon-
iribution period. If, in connection with
the charitable contribution of a bond,
a liability is assumed by the recipient
or by any other person, orif the bond
is subject to a liability, then, in de-
termining the amount to be taken
into account as a charitable contribu~
tion under section 170, the amount
determined without regard to section
170(£) (5) and this section shall, with-
out regard to whether any reduction
may be required by paragraph (b) of
this section, also be reduced for in-
terest which has been paid, or Is to
be paid, by the taxpayer on indebted-
ness Incurred or continued to pur-
chase or carry such bond, and which

is atiributable to amy period before
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the making of the contribution. How-
ever, the reduction referred to in this
paragraph shall be made only to the
extent that such reduction does not
exceed the interest (ncluding bond
discount and other interest equivalent)
receivable on the bond, and attribu-
table to any period before the making
of the contribution which is not, by
reason of the taxpayer’'s method of
accounting, includible in the taxpay-
er's gross income for any taxable year.
For purposes of section 170(f)(5) and
this section the term “bond” means
any bond, debenture, note, or certificate
or other evidence of indebtedness.

(d) Ilustrations. The application of
this section may be illustrated by the
following examples:

Erxample (I). On January 1, 1970, A, a
cash basis taxpayer using the calendar year
as the taxable year, contributed to a char-
itable organization real estate having a fair
market value and adjusted basis of $10,000,
In connection with the contribution the
charitable organization assumed an indebt-
edness of $8,000 which A had incurred. On
December 31, 1969, A prepald one year's
interest on that Indebtedness for 1970,
amounting to $960, and took an interest
deduction of $960 for such amount. The
amount of the gift, determined without
regard to this section, is $2,960 ($10,000 less
$8,000, the outstanding indebtedness, plus
$960, the amount of prepaid interest). In
determining the amount of the deduction
for the charitable contribution, the value
of the gift ($2,960) must be reduced by $960
to eliminate from the computation of such
deduction that portion thereof for which
A has been allowed an interest deduction.

Ezxample (2)., (a) On January 1, 1970, B,
an individual using the cash receipts and
disbursements method of accounting, pur-
chased for $9,950 a 5!, percent $10,000,
20-year M Corporation bond, the interest on
which was payable semiannually on June 30
and December 31, The M Corporation had
Issued the bond on January 1, 1060, at a
discount of $720 from the principal amount.
On December 1, 1870, B donated the bond to
a charitable organization, and, in ‘connec-

_ tion with the contribution, the charitable
organization assumed an indebtedness of
$7,000 which B had incurred to purchase
and carry the bond,

(b) During the calendar year 1970 B paid
accrued interest of $330 on the indebtedness
for the period from January 1, 1970, to De~
cember 1, 1970, and has taken an interest
deduction of $330 for such amount, No por-
tion of the bond discount of $36 a year ($720
divided by 20 years) has been included in
B's Income, and of the $550 of annual inter-
est receivable on the bond, he included in
income only the June 80, 1970, payment of
$275.

(¢) The market value of the bond on De-
cember 1, 1970, was $9,902. Such value in-
cludes $229 of interest receivable which had
accrued from July 1 to December 1, 1870.

(d) The amount of the charitable con-
tribntion determined without regard to this
section is $2,902 ($9,902, the value of the
property on the date of gift, less $7,000, the
amount of the liability assumed by the
charitable organization). In determining the
amount of the allowable deduction for char-
itable contributions, the value of the gift
($2,902) must be reduced to eliminate from
the deduction that portion thereof for
which B has been allowed an interest deduc-
tion. Although the amount of such interest
deduction was $330, the reduction required
by this section is limited to $262, since the

. reduction is not in excess of the amount of
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interest income on the bond ($229 of ac-
crued interest plus $33, the amount of bond
discount attributable to the 1l-month
period B held the bond).

(e) Effective date. This section ap-
plies only to contributions paid in tax-
able years beginning after December 31,
1969.

8§ 1.170A-4 Reduction in amount of
charitable contributions of certain
appreciated property

(a) Amount of reduction. Section
170(e) (1) requires that the amount of
the charitable contribution which would
be taken into account under section
170(a) without regard to section 170(e)
shall be reduced before applying the
percentage limitations wunder section
170(b)—

(1) Inthe case of a contribution by an
individual or by a corporation of ordi-
nary income property, as defined in par-
agraph (b) (1) of this section, by the
amount of gain (hereinafter in this sec-
tion referred to as ordinary income)
which would have been recognized as
gain which is not long-term capital
gain if the property had been sold by
the donor at its fair market value at the
time of its contribution to the charitable
organization,

(2) In the case of a contribution by
an individual of section 170(e) capital
gain property, as defined in paragraph
(b) (2) of this section, by 50 percent of
the amount of gain (hereinafter in this
section referred to as long-term capital
gain) which would have been recognized
as long-term capital gain if the prop-
erty had been sold by the donor at its
fair market value at the time of its
contribution to the charitable organiza-
tion, and

(3) In the case of a contribution by a
corporation of section 170(e) capital gain
property, as defined in paragraph (b) (2)
of this section, by 62% percent of the
amount of gain (hereinafter in this sec-
tion referred to as long-term capital
gain) which would have been recognized
as long-term capital gain if the property
had been sold by the donor at its fair
market value at the time of its contri-
bution to the charitable organization.

Section 170(e) (1) and this paragraph
do not apply to reduce the amount of the
charitable contribution where, by reason
of the transfer of the contributed prop-
erty, ordinary income or capital gain is
recognized by the donor in the same tax-
able year in which the contribution is
made. Thus, where income or gain is rec-
ognized under ‘section 453(d) upon the
transfer of an installment obligation to
a charitable organization, or under sec-
tion 454(b) upon the transfer of an ob-
ligation issued at a discount to such an
organization, or upon the assignment of
income to such an organization, section
170(e) (1) and this paragraph do not
apply if recognition of the income or gain
occurs in the same taxable year in which
the contribution is made. Section 170(e)
(1) and this paragraph apply to a char-
itable contribution of an interest in or-
dinary income property or section 170(e)

capital gain property which is described

in paragraph (b) of § 1.170A-6, or para-
graph (b) of § 1.170A-7. For purposes
of applying section 170(e)(1) anq
this paragraph it is immaterial whether
the charitable confribution is made “to”
the charitable organization or whether
it is made “for the use of” the charitahie
organization. See § 1.170A-8(a) (2).

(b) Definitions and other rules. For
purposes of this section—

(1) Ordinary income property. The
term “ordinary income property” means
property any portion of the gain on
which would not have been long term
capital gain if the property had been sold
by the donor at its fair market value at
the time of its contribution to the chari-
table organization. Such term includes,
for example, property held by the donor
primarily for sale fo customers in the
ordinary course of his trade or business,
a work of art created by the donor, a
manuseript prepared by the donor, let-
ters and memorandums prepared by or
for the donor, a capital asset held by
the donor for not more than 6 months,
and stock described in section 306(a),
341(a), or 1248(a) to the extent that,
after applying such section, gain on its
disposition would not have been long term
capital gain. The term does not include
an income interest in respect of which a
deduction is allowed under section 170(f)
(2) (B) and paragraph (c) of § 1.170A-6.

(2) Section 170(e) capital gain prop-
erty. The term “section 170(e) capital
gain property” means property any por-
tion of the gain on which would have
been treated as long-term capital gain
if the property had been sold by the
donor at its fair market value at the time
of its contribution to the charitable or-
ganization and which—

(1) Is contributed to or for the use
of a private foundation, as defined in sec-
tion 509(a) and the regulations there-
under, other than a private foundation
described in section 170(b) (1) (E),

(ii) Constitutes tangible personal
property contributed to or for the use
of a charitable organization, other than
a private foundation to which subdivision
() of this subparagraph applies, which
is put to an unrelated use by the chari-
table organization within the meaning of
subparagraph (3) of this paragraph, or

(iii) Constitutes property not described
in subdivision (i) or (ii) of this sub-
paragraph which is 30-percent capital
gain property to which an election under
paragraph (d)(2) of § 1.170A-8 applies.

For purposes of this subparagraph a fix-
ture which is intended to be severed from
real property shall be treated as tangible
personal property.

(3) Unrelated use—(i) In general. The
term “unrelated use” means a use which
is unrelated to the purpose or function
constituting the basis of the charitable
organization’s exemption under section
501 or, in the case of a contribution ol
property to a governmental unit, the use
of such property by such unit for other
than exclusively public purposes. For
example, if a painting contributed to an
educational institution is used by that
organization for educational purposes by
being placed in its library for display¥
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and study by art students, the use is not
an unrelated use; but if the painting is
sold and the proceeds used by the orga-
nization for educational purposes, the
use of the property is an unrelated use.
1f furnishings contributed to a charitable
organization are used by it in its offices
and buildings in the course of carrying
out its functions, the use of the property
is not an unrelated use. If a set or collec-
tion of items of tangible personal prop-
erty is contributed to a charitable orga-
nization or governmental unit, the use
of the set or collection is not an unre-
lated use if the donee sells or otherwise
disposes of only an insubstantial portion
of the set or collection. The use by a trust
of tangible personal property contrib-
uted to it for the benefit of a charitable
organization is an unrelated use if the
use by the trust is one which would have
been unrelated if made by the charitable
organization.

(ii) Proof of wuse. For purposes of ap-
plying subparagraph (2) (ii) of this para-
graph, a taxpayer who makes =&
charitable contribution of tangible per-
sonal property to or for the use of a
charitable organization or governmental
unit may treat such property as mot
being put to an unrelated use by the
donee if—

(@) He establishes that the property
is not in fact put to an unrelated use
by the donee, or

(b) At the time of the contribution or
at the time the contribution is treated
as made, it is reasonable to anticipate
that the property will not be put to an
unrelated use by the donee. In the case
of a contribution of tangible personal
property to or for the use of a museum,
if the object donated is of a general type
normally retained by such museum or
other museums for museum purposes,
it will be reasonable for the donor to
anticipate, unless he has actual knowl-
edge to the contrary, that the object will
not he put to an unrelated use by the
donee, whether or not the object is later
sold or exchanged by the donee.

(4) Property used in trade or business.
For purposes of applying subparagraphs
(1) and (2) of this paragraph, property
which is used in the trade or business,
as defined in section 1231(b), shall be
treated as a capital asset, except that
any gain in respect of such property
which would have been recognized if
the property had been sold by the donor
at its fair market value at the time of its
contribution to the charitable organi-
zation shall be treated as ordinary in-
come to the extent that such gain would
have constituted ordinary income by
reason of the application of section 617
(d) (1), 1245(a), 1250(a), 1251(c), or
1252(a) .,

(5) Nomresident alien individuals and
foreign corporations. The reduction in
the case of a nonresident alien individual
or a foreign corporation shall be deter-
ined by taking into account the gain
which would have been recognized and
subject to tax under chapter 1 of the
Code if the property had been sold or
disposed of within the United States by
the donor at its fair market value at
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the time of its contribution to the chari-
table organization. However, the amount
of such gain which would have been
subject to tax under section 871(a) or
881 (relating to gain not effectively con-
nected with the conduct of a trade or
business within the United States) if
there had been a sale or other disposi-
tion within the United States shall be
treated as long-term capital gain. Thus,
a charitable contribution by a nonresi-
dent alien individual or a foreign cor-
poration of property the sale or other
disposition of which within the United
States would have resulted in gain sub-
ject to tax under section 871(a) or 881
will be reduced only as provided in sec-
tion 170(e) (1) (B) and paragraph (a)
(2) or (3) of this section, but only if
the property contributed is described in
subdivision (i), (ii), or (iii) of subpara-
graph (2) of this paragraph. A chari-
table contribution by a nonresident alien
individual or a foreign corporation of
property the sale or other disposition of
which within the United States would
have resulted in gain subject to tax un-
der section 871(a) or 881 will in no case
be reduced under section 170(e) (1) (A)
and paragraph (a) (1) of this section.

(¢) Allocation of basis and gain—(1)
In general. Except as provided in sub-
paragraph (2) of this paragraph—

(1) If a taxpayer makes a charitable
contribution of less than his entire inter-
est in appreciated property, whether or
not the transfer is made in trust, as, for
example, in the case of a transfer of
appreciated property to a pooled income
fund described in section 642(¢) (53) and
§ 1.642(c)-5, and is allowed a deduction
under section 170 for a portion of the fair
market value of such property, then for
purposes of applying the reduction rules
of section 170(e) (1) and this section to
the contributed portion of the property
the taxpayer's adjusted basis in such
property at the time of the contribution
shall be allocated under section 170(e)
(2) between the contributed portion of
the property and the noncontributed
portion.

(ii) The adjusted basis of the contrib-
uted portion of the property shall be that
portion of the adjusted basis of the entire
property which bears the same ratio to
the total adjusted basis as the fair mar-
ket value of the contributed portion of
the property bears to the fair market
value of the entire property.

(iii) The ordinary income and the
long-term capital gain which shall be
taken into account in applying section
170(e) (1) and paragraph (a) of this sec-
tion to the contributed portion of the
property shall be the amount of gain
which would have been recognized as
ordinary income and long-term eapital
gain if such contributed portion had been
sold by the donor at its fair market value
at the time of its contribution to the
charitable organization.

(2) Bargain sale. (i) If there is a
bargain sale of property to the charitable
organization and if section 1011(b) and
§ 1.1011-2 apply, then for purposes of
applying the reduction rules of section
170(e) (1) and this section to the con-
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tributed portion of the property there
shall be allocated under section 1011(b)
to the contributed portion of the prop-
erty the portion of the adjusted basis
which is not allocated under section 1011
(b) to the noncontributed portion of the
property for purposes of determining
gain from the bargain sale, The portion
of the adiusted basis which is so al-
located to the contributed portion of the
property shall be that portion of the ad-
Justed basis of the entire property which
bears the same ratio to the total ad-
justed basis as the fair market value of
the contributed portion of the property
bears to the fair market value of the
entire property. For purposes of apply-
ing section 170(e) (1) and paragraph (a)
of this section to the contributed portion
of the property in such a case, there shall
be allocated to the contributed portion
the amount of gain which is not rec-
ognized on the bargain sale but which
would have been recognized as ordinary
income or long-term capital gain if such
contributed portion had been sold by the
donor at its fair market value at the time
of its contribution to the charitable
organization.

(ii) If there is a bargain sale of prop-
erty to the charitable organization and
if section 1011(b) and § 1.1011-2 do not
apply, the taxpayer’s adjusted basis of
the entire property shall be allocated to
the noncontributed portion of the prop-
erty in accordance with paragraph (e)
of § 1.1001-1 for purposes of determining
gain from the sale. In such case, no por-
tion of the adjusted basis shall be allo-
cated to the contributed portion of the
property.

(iii) The term “‘bargain sale”, as used
in this subparagraph, means a transfer
of property which is in part a sale or
exchange of the property and in part a
charitable contribution, as defined in
section 170(c), of the property.

(3) Ratio cof ordinary income and
capital gain. For purposes of applying
subparagraphs (1) (iii) and (2) (i) of this
paragraph, the amount of ordinary in-
come (or long-term capital gain) which
would hayve been recognized if the con-
tributed portion of the property had been
sold by the donor at its fair markef vaiue
at the time of its contribution shall be
that amount which bears the same ratio
to the ordinary income (or long-term
capital gain) which would have been
recognized if the entire property had
been sold by the donor at its fair market
value at the time .of its contribution as
(i) the fair market value of the con-
tributed portion at such time bears to
(ii) the fair market value of the entire
property at such time. In the case of a
bargain sale, the fair market value of the
contributed portion for purposes of sub-
division (1) is the amount determined
by subtracting from the fair market
value of the entire property the amount
realized on the sale.

(4) Donee’s basis of property acquired.
The adjusted basis of the contributed
portion of the property, as determined
under subparagraph (1) or (2) of this
paragraph, shall be used by the donee in
applying to the contributed portion such
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provisions as section 514(a) (1), relating
to adjusted basis of debt-financed prop-
erty; section 1015(a), relating to basis
of property acquired by gift; section
4940(c) (4), relating to capital gains and
losses in determination of net investment
income; and section 4942(f) (2) (B), re-
lating to net short-term capital gain in
determination of tax on failure to dis-
tribute income. The fair market value
of the contributed portion of the prop-
erty at the time of the contribution shall
not be used by the donee as the basis of
such contributed portion.

(d) Illustrations. The application of
this section may be illustrated by the
following examples:

Example (1). (a) On July 1, 1870, C, an
individual, makes the following charitable
contributions, all of which are made to a
church except in the case of the stock (as
indicated) :

Falr
Property market Adjusted
basis

value

Ordinary income
property.

Property which, if
sold, would produce
Jong-term capital

aln:

(l;; Stock held more
than 6 months con-
tributed to—

(1) A church

(1) A private founda-
tion not described In
gection 170(b) (1) (E)..

(2) Tangible personal
property held more
than 6 months (put
to unrelated use by
chureh) 6, 000 6, 000

72,0000 30,000

(b) After making the reductions required
by paragraph (a) of this section, the amount
of charitable contributions allowed (before
application of section 170(b) limitatlons) is
as follows:

Contri-
bution

Propert
14 allowed

Redue-
tion

Ordinary lncomse
property.

Pm‘)erty which, if
sold, would produce
long-term capital

gain:
(1) Stock contributed
to—

(i) The church.........2

(i) The private
foundation.

(2) Tangible person:

$35, 000

12, 500
9, 000
81, 500

(c) If C were & corporation, rather than
an individual, the amount of charitable con-
tributions allowed (before sapplication of
section 170(b) limitation) would be a8
follows:

RULES AND REGULATIONS

Falr Redue- Contrl.
Property market tion
valuo

Ordinary income
propaty PR

Property which, if sold,
would produce long-
term capital gain:

(1) Stock contributed

to—

(1) The church

(ii) The private
foundation

(2) Tangible personal
property.

$50, 000

25,000
15,000 11,875
8,250

80,125

102, 000 21,875

Ezample (2), On Mareh 1, 1970, D, an in-
dividual, contributes to a church intangible
property to which section 1245 applies which
has a fair market value of 860,000 and an
adjusted basls of $10,000. At the time of the
contribution D has used the property in his
business for more than 6 months. If the
property had been sold by D at its fair market
value at the time of its contribution, it is
assumed that under section 1245 $20,000 of
the gain of $50,000 would have been treated
as ordinary income and $30,000 would have
been long-term capital gain, Under para-
graph (a) (1) of this section, D's contribu-
tion of £60,000 is reduced by £20,000.

Ezample (3). The facts are the same as in
example (2) except that the property is con-
tributed to a private foundation not de-
seribed in section 170(b) (1) (E). Under para~
graph (&) (1) and (2) of this section, D's
contribution is reduced by £35,000 (100 per-
cent of the ordinary income of $20,000 and
50 percent of the long-term capital gain of
$30,000).

Example (4). (a) In 1971, E, an individual
calendar-year taxpayer, contributes fto a
church stock held for more than 6 months
which has a fair market value of $90,000
and an adjusted basis of $10,000. In 1972, E
also contributes to a church stock held for
more than 6 months which has a fair market
value of 820,000 and an adjusted basis of
$10,000. E’s contribution base for 1971 is
$200,000; and for 1972, is $150,000. E makes
no other charitable contributions for these
2 taxable years.

(b) For 1971 the amount of the contri-
bution which may be taken into sccount
under section 170(a) is limited by section
170(b) (1) (D) (1) to $60,000 (8200,000:<30%),
and A is allowed a deduction for $60,000.
Under section 170(b) (1) (D) (ii), E has a
$30,000 carryover to 1972 of 80-percent cap-
jtal gein property, as defined in paragraph
(d)(8) of § 1.170A-8. For 1972 the amount
of the charitable contributions deduction is
$45,000 (total contributions of $50,000 [$30,~
000+ $20,000] but not to exceed 30% of
$150,000) .

(c) Assuming, however, that in 1972 B
elects under section 170(b) (1) (D) (iil) and
paragraph (d) (2) of § 1.170A-8 to have sec-
tion 170(e) (1) (B) apply to his confribu-
tions and carryovers of 80-percent capital
gain property, he must apply section 170
(d) (1) as if section 170(e) (1) (B) had applied
to the contribution for 1971. If section 170
(e) (1) (B) had applied in 1971 to his contri-
butions of 30-percent capital gain property,
E's contribution would have been reduced
from $90,000 to $50,000, the reduction of §40,~

000 being 50 percent of the gain of $80,000

~~of alocating a portion of the basis to the

($90,000—$1,000) which would have been
recognized as long-term capital gain if the
property had been sold by E at its fair mar.
ket value at the time of its contribution to
the church. Accordingly, by taking the ejec-
tion into account, E has no carryover of 30-
percent capital gain properfy to 1972 since
the charitable contributions deduction of
$60,000 allowed for 1971 in respect of that
property exceeds the reduced contribution of
$50,000 for 1971 which may be taken into
account by reason of the election. The char-
itable contributions deduction of $60,000 al-
lowed for 1971 is not reduced by reason of
the election.

(d) Since by reason of the election E
is allowed under paragraph (a)(2) of this
section a charitable contributions deduc-
tion for 1972 of 815,000 ($20,000— [ ($20,000—
$10,000) X50% ]) and since the $30,000 carry-
over from 1971 is eliminated, it would not
be to E's advantage to make the election
under section 170(b) (1) (D) (1) in 1972,

Ezample (5). In 1970, P, an Individual
calendar-year taxpayer, sells to a church for
$4,000 ordinary income property with a fair
market value of $10,000 and an adjusted basls
of $4,000. F's contribution base for 1970 is
$20,000, and F makes no other charitable
contributions in 1970. Thus, F makes a chari-
table contribution to the church of $6,000
($10,000—84,000 amount realized), which
under paragraph (a)(1) of this section is
reduced to zero (86,000 [$10,000—84,000 ad-
justed basis]). Since without regard to sec-
tion 1011 (b) no deduction is allowable under
gsection 170 by reason of the bargain sale,
section 1011(b) does not apply for purposes
of allocating a portion of the adjusted basis
to the noncontributed portion of the prop-
erty and paragraph (¢) (2) (1) of this section
does not apply for purposes of allocating &
portion of the adjusted basis to the con-
tributed portion of the property. Accord-
ingly, under paragraph (c)(2)(ii) of this
section no gain is recognized to F on the
bargain sale, and under section 1012 the
basis of the property to the church is $4,000.

Ezample (6). In 1970, G, an individual
calendar-year taxpayer, sells to a church for
£6,000 ordinary income property with a fair
_aparket value of $10,000 and an adjusted
basis of $4,000. G's contribution base for 1070
is $20,000, and G makes no other charitable
contributions in 1970, Thus, G makes & chari-
table contribution to the church of $4,000
($10.000—86,000 amount realized), which
under paragraph (a)(1) of this section is
reduced to zero ($4,000 [$10,000—84,000 ad-
justed basis]). Since without regard to sec-
tion 1011(b) no deduction is allowable under
section 170 by reason of the bargain sale,
section 1011(b) does not apply for purposes

noncontributed portion of the property and
paragraph (c) (2) (1) of this section does not
apply for purposes of allocating & portion of
the adjusted basis to the contributed portion
of the property. Accordingly, under pars-
graph (c) (2) (if) of this section F recognizes
on the bargain sale a gain of $2,000 ($6,000—
$4,000 adjusted basis), and under section
1012 the basis of the property to the church
is $6,000.

Ezample (7). In 1970, H, an fndividual
calendar-year taxpayer, sells to & church for
$2,000 stock held for not more than 6 months
which has an adjusted basis of $4,000 and &
fair market value of $10,000, H’s contribution
bage for 1970 is $20,000, and H makes no other
charitable contributions in 1970, Thus, H|
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makes & charitable contribution to the
church of $8,000 ($10,000—$2,000 amount
realized) . Without regard to section 1011(b),
H is allowed a deduction under section 170
of $2,000 ($8,000 [$£10,000—84,000 adjusted
basis]), and, as & consequence, section 1011
(by must be applied to the bargain sale, Un~
der paragraphs (a) (1) and (c) (2) (i) of this
sction, H's contribution of $8,000 is reduced
by the amount of $4,800 of ordinary income
($8,000 [$4,000 adjusted basisX$8,000 value
of gift/$10,000 value of entire property]).
The reduced contribution of $3,200 consists
of the portion ($4,000X§8,000/$10,000) of
the adjusted basis not allocated to the non-
tributed portion of the property. Under
jons 1012 and 1015(a) the basis of the
perty to the church is $5,200 ($2,000+4-
0)

)+
czample (8). In 1970, F, an individual
calendar-year taxpayer, sells for $4,000 to a
private foundation not described in section
170(b) (1) (B) property to which section 1245
applies which has a falr market yalue of
810,000 and an adjusted basis of $4,000. F's
contribution base for 1970 is 820,000, and F
makes no other charitable contributions in
1070. At the time of the bargin sale, F
nas used the property in his business for
more than 6 months. Thus, F makes a char-
itable contribution of $6,000 ($10,000—84,000
amount realized), which is 60 percent of
the value of the property. The amount real-
ized on the bargain sale is 40 percent ($4,000/
$10,000) of the value of the property. If the
property had been sold by F at its fair mar-
ket value at the time of its contribution,
it is assumed that under section 1245 $4,000
of the gain of $6,000 ($10,000—$4,000 ad-
justed basis) would have beén tireated as
ordinary income and $2,000 would have been
long term capital gain, Without regard to
section 1011(b), F is allowed a deduction un-
der section 170 of $1,000 (86,000 [$4,000 ordi-
nary income--50 percent of $2,000 long term
capital gain]), and, as a consequence, sec-
tion 1011(b) must be applied to the bargain
sale. Accordingly, in applying section 1011(b)
to the bargain sale, adjusted basis irn the
amount of $1,600 ($4,000 adjusted basisx 40
percent) is allocated under § 1.1011-2(b) to
the noncontributed portion of the property,
and F's recognized gain of $2,400 (84,000
amount realized less $1,600 adjusted basis)
consists of $1,600 ($4,000X40 percent) of
ordinary income and $800 ($2,000X40 per-
cent) of long term capital gain. Under para-
graphs (a) and (c) (2) (1) of this section, ¥'s
contribution of $6,000 is reduced by the sum
of $2,400 ($4,000X60 percent) of ordinary
income and $600 ([$2,000x60 percent] X 50
percent) of long term capital gain, The re-
duced contribution of $3,000 consists of
$2,400 ($4,000 %60 percent) of adjusted basls
and $600 (82,000 60 percent] X 50 percent)
of long term capital gain not used as & re-
duction under paragraph (a) (2) of this sec-
tlon. Under sections 1012 and 1015(a) the
basis of the property to the private founda-
tion is 6,400 ($4,000-482,400).

Ezample (9). On January 1, 1970, A, an
individual, transfers to a charitable remain-
der annuity trust described in section 664
(d) (1) stock which he has held for more
than 6 months and which has a fair market
value of $250,000 and an adjusted basis of
$50,000, an {rrevocable remainder interest in
property being contributed to a private
foundation not described in section 170(b)
(1)(E). The trusts provides that an annu-
ity of 12,500 & year is payable to A at the
end of each year for 20 years. By referenceé to
Table B of §20:2031-10(f) of this chapter
(Estate Tax Regulations) the figure in col-
umn (2) opposite 20 years is 11.4699. There-
fore, under §1.864-2 the fair market value
Of the gift of the remainder interest to

charity is $108,626.25 (5250.007[&12.500)(11.-

v
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4699]). Under paragraph (c) (1) (ii) of this
section, the adjusted basis allocated to the
confributed portion of the property is $21,-
325.26 (850,000x$106,626.25/8250.000), Un-
der paragraphs (a) (2) and (c) (1) of this sec-
tlon, A’s contribution is reduced by $42,650.50
(50 percent x [$106,626.256 —$21,325.25]) to
$63,875.75 ($106,626.25—$42,650.50). If, how~
ever, the irrevocable remainder interest in the
property had been contributed to a section
170(b) (1) (A) organization, A’s contribution
of $106,626.26 would not be reduced under
paragraph (a) of this section.

Ezxample (10). (a) On July 1, 1970, B, a
calendar-year individual taxpayer, sells to
a church for 875,000 intangible property to
which section 1245 applies which has a fair
market value of $250,000 and an adjusted
basis of $75,000. Thus, B makes a charitable
contribution to the church of 175,000 ($250,-
000—§75,000 amount realized), which is 70
percent ($175,000/8250,000) of the value of
the property. The amount realized on the
bargain sale is 30 percent (875,000/8$250,000)
of the value of the property. At the time of
the bargain sale, B has used the property in
his business for more than 6 months. B's
contribution base for 1970 is $500,000, and
B makes no other charitable contributions
in 1970. If the property had been sold by
B at its fair market value at the time of its
contribution, it is assumed that under sec-
tion 1245 $105,000 of the gain of §175,000
($260,000 —$75,000 adjusted basis) would
have been treated as ordinary income and
$70,000 would have been long term capital

gain, Without regard to section 1011(b), B’

is allowed a deduction under section 170 of
$70,000 (8175,000—%105,000 ordinary income),
and, as a consequence, section 1011(b) must
be applied to the bargain sale, Accordingly,
in applying section 1011(b) to the bargain
sale, adjusted basis in th eamount of $22,500
(875,000 adjusted basis X 30 percent) is allo-
cated under § 1,1011-2(b) to the noncontrib-
uted portion of the property, and B's
recognized gain of $52,500 (875,000 amount
realized less $22,500 adjusted basis) consists
of $31,600 ($105,000x30 percent) of ordi-
nary income and $21,000 (870,000>380 per-
cent) of long term capital gain.

(b) Under paragraphs (a) (1) and (c)(2)
(1) of this section B’s contribution of $175,000
is reduced by $73,500 ($105,000 X 70 percent)
of ordinary income, The reduced contribution
of $101,600 consists of $52,600 [$75,000%70
percent] of adjusted basis allocated to the
contributed portion of the property and $49,-
000 [870,000 X 70 percent] of long term capi-
tal gain allocated to the contributed portion.
Under sections 1012 and 1015(a) the basis of
the property to the church is $127,500
(875,000--$52,500) .

(e) Effective date. This section applies
only to contributions paid after Decem-
ber 31, 1969, except that, in the case of
a charitable contribution of a letter,
memorandum, or property similar to a
letter or memorandum, it applies to con-
tributions paid after July 25, 1969.

§ 1.170A-5 Future interests in tangible
personal property.

(a) In general. (1) A contribution
consisting of a transfer of a future in-
terest in tangible personal property shall
be treated as made only when all inter-
vening interests in, and rights to the
actual possession or enjoyment of the
property—

(1) Haye expired, or

(1i) Are held by persons other than the
taxpayer or those standing in a relation-
ship to the taxpayer described in section
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267(b) and the regulations thereunder,
relating to losses, expenses, and interest
with respect to transactions between re-
lated taxpayers.

(2) Section 170(a)(3) and this sec~
tion have no application in respect of a
transfer of an undivided present interest
in property. For example, a contribution
of an undivided one-quarter interest in a
painting with respect to which the donee
is entitled to possession during 3 months
of each year shall be treated as made
upon the receipt by the donee of a for-
mally executed and acknowledged deed
of gift. However, the period of initial
possession by the donee may not be de-
ferred in time for more than 1 year.

(3) Bection170(a) (3) and this section
have no application in respect of a trans-
fer of a future interest in intangible
personal property or in real property.
However, a fixture which is intended to
be severed from real property shall be
treated as tangible personal property.
For example, a contribution of a future
interest in a chandelier which is attached
to a building is considered a contribution
which consists of a future interest in tan-
gible personal property if the transferor
intends that it be detached from the
building at or prior to the time when the
chartiable organization’s right to posses-
sion or enjoyment of the chandelier is to
commence.

(4) For purposes of section 170(a) (3)
and this section, the term “future inter-
est'” has generally the same meaning as
it has when used in section 2503 and
§ 25.2503-3 of this chapter (Gift Tax
Regulations) ; it includes reversions, re-
mainders, and other interests or estates,
whether vested or contingent, and
whether or not supported by a particular
interest or estate, which are limited to
commence in use, possession, or enjoy-
ment at some future date or time. The
term “future interest” includes situa-
tions in which a donor purperts to give
tangible personal property to a charitable
organization, but has an understanding,
arrangement, agreement, etc., whether
written or oral, with the charitable or-
ganization which has the effect of resery-
ing to, or retaining in, such donor a
right to the use, possession, or enjoy-
ment of the property.

(5) In the case of a charitable con-
tribution of a future interest to which
section 170(a) (3) and this section apply,
the other provisions of section 170 and
the regulations thereunder are inappli-
cable to the contribution until such time
as the contribution is treated as made
under section 170(a) (3).

(b) Illustrations. The application of
this section may be illustrated by the
following examples:

Ezxample (1). On December 31, 1970, A, an
individual who reports his income on the
calendar year basis, conveys by deed of gift
10 & museum title to a painting, but reserves
to himself the right to the use, possession,
and enjoyment of the painting during his
lifetime, It is assumed that there was no
intention to avoid the application of section
170(T) (3) (A) by the conveyance, At the time
of the gift the value of the painting is
$90,000, Since the contribution consists of
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a future interest in tangible personal prop-
erty in which the donor has retained an
intervening interest, no contribution is con=
sidered to have been made in 1970.

Example (2). Assume the same facts as in
example (1) except that on December 81,
1971, A relinquishes all of his right to the
use, possession, and enjoyment of the paint~
ing and delivers the painting to the museum.
Assuming that the value of the painting has
increased to $95,000, A is treated as having
made & charitable contribution of 895,000 in
1971 for which a deduction is allowable with-
out regard to section 170(f) (3) (A).

Example (3). Assume the same facts as in
example (1) except A dies without relin-
quishing his right to the use, possession, and
enjoyment of the painting. Since A did not
relinquish his right to the use, possession,
and enjoyment of the property during his
life, A is treated as not having made a charl-
table contribution of the painting for income
tax purposes.

Erample (4). Assume the same facts as In
example (1) except A, on December 31, 1971,
transfers his interest in the painting to his
son, B, who reports his income on the calen-
dar year basis, Since the relationship be-
tween A and B Is one described in section
267(b), no contribution of the remainder
interest in the painting is considered to have
been made in 1971,

Ezample (5). Assume the same facts as
in example (4). Also assume that on Decems-
ber 381, 1072, B conveys to the museum the
interest measured by A's life. B has made &
charitable contribution of the present in-
terest in the painting conveyed to the
museum. In addition, since all intervening
interests in, and rights to the actual pos-
session or enjoyment of the property, have
expired, a charitable contribution of the re-
mainder interest is treated as having been
made by A in 1972 for which a deduction is
allowable without regard to section 170(f)
(3) (A). Such remainder interest is valued
according to Table A(1) in §20.2031-10(f)
of this chapter (estate tax regulations),
determined by subtracting the value of B’s
interest measured by A’s life expectancy in
1972, and B receives a deduction in 1972 for
the life interest measured by A's life ex-
pectancy and valued according to Table A1)
in such section.

Ezample (6). On December 31, 1970, C, an
individual who reports his income on the
calendar year basls, transfers & valuable
painting to & pooled income fund described
in section 642(¢) (5), which i1s maintained by
a university. C retains for himself for life an
ifncome interest in the painting, the re~-
mainder interest in the painting being con-
tributed to the university. Since the contri-
bution consists of a future interestin tangible
personal property in which the donor has re-
tained an intervening interest, no charitable
contribution is considered to have been made
in 1970.

Ezample (7). On January 15, 1872, D, an
individual who reports his income on the
calendar year basis, transfers a capital asset
held for more than 6 months consisting of &
valuable painting to a pooled income fund
described in section €42(c)(5), which Is
maintained by a university, and creates an
income interest in such painting for E for
life, E is an individual not standing In a
relationship to D described in section 267(b).
The remainder interest in the property is
contributed by D to the university. The
trustee of the pooled Income fund puts the
painting to an unrelated use within the
meaning of paragraph (b)(3) of §1.170A-4.
Accordingly, D is allowed a deduction under
section 170 in 1972 for the present value of
the remainder interest in the painting, after
reducing such amount under section 170

(e) (1) (B) (1) and paragraph (a)(2) of
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§ 1.170A-4. This reduction in the amount of
the conftribution is required since wunder
paragraph (b) (3) of that section the use by
the pooled income fund of the painting is a
use which would have been an unrelated use
if it had been made by the university.

(¢c) Effective date. This section applies
only to contributions paid in taxable
years beginning after December 31, 1969,

§ 1.170A~6  Charitable contributions in
trusi.

(a) In general. (1) No deduction is
allowed under section 170 for the fair
market value of a charitable contribution
of any interest in property which is less
than the donor's entire interest in the
property and which is transferred in
trust unless the transfer meets the re-
quirements of paragraph (b) or (¢) of
this section. If the donor's entire interest
in the property is transferred in trust
and is contributed to a charitable or-
ganization described in section 170(c), a
deduction is allowed under section 170.
Thus, if on July 1, 1972, property is
transferred in trust with the require-
ment that the income of the trust be
paid for a term of 20 years to a church
and thereafter the remainder be paid to
an educational organization described in
section 170(b) (1) (A), a deduction is
allowed for the value of such property.
See section 170(f) (2) and (3) (B), and
paragraph (b) (1) of § 1.170A-17.

(2) A deduction is allowed without
regard to this section for a contribution
of a partial interest in property if such
interest is the taxpayer’s entire interest
in the property, such as an income inter-
est or a remainder interest. If, however,
the property in which such partial in-
terest exists was divided in order to
create such interest and thus avoid sec~
tion 170(f) (2), the deduction will not he
allowed. Thus, for example, assume that
a taxpayer desires to contribute to a
charitable organization the reversionary
interest in certain stocks and bonds
which he owns. If the taxpayer transfers
such property in trust with the require-
ment that the income of the trust be
paid to his son for life and that the re-
versionary interest be paid to himself
and immediately after creating the trust
contributes the reversionary interest to
a charitable organization, no deduction
will be allowed under section 170 for the
contribution of the taxpayer’s entire in-
terest consisting of the reversionary in-
terest in the trust.

(b) Charitable contribution of a re-
mainder interest in trust—(1) In general.
No deduction is allowed under section 170
for the fair market value of a charitable
contribution of a remainder interest in
property which is less than the donor's
entire interest in the property and which
the donor transfers in trust unless the
trust is—

(i) A pooled income fund described
in section 642(c)(5) and § 1.642(¢)-5,

(ii) A charitable remainder annuity
trust deseribed in section 664(d) (1) and
§ 1.664-2, or

(iii) A charitable remainder unitrust
described iIn section 664(d)(2) and
§ 1.664-3.

(2) Value of a remainder interest. The
fair market value of a remainder interest
in a pooled income fund shall be com-
puted under § 1.642(¢c)-6. The fair mar-
ket value of a remainder interest in g
charitable remainder annuity trust shaj
be computed under § 1.664-2. The fair
market value of a remainder interest in
a charitable remainder unitrust shall he
computed under § 1.664-4. However, in
some cases a reduction in the amount of
a charitable contribution of the remain-
der interest may be required. See section
170(e) and § 1.170A-4.

(¢) Charitable contribution of an in-
come interest in trust—(1) In general,
No deduction is allowed under section
170 for the fair market value of a chari-
table contribution of an income interest
in property which is less than the donor's
entire interest in the property and which
the donor transfers in trust unless the
income interest is either an annuity
trust interest or a unitrust interest, as de-
fined in subparagraph (2) of this para-
graph, and the grantor is treated as the
owner of such interest for purposes of
applying section 671, relating to grantors
and others treated as substantial owners,
See section 4947(a) (2) for the applica-
tion to such income interests in trust
of the provisions relating to private foun-
dations and section 508(e) for rules re-
lating to provisions required in the gov-
erning instruments.

(2) [Reserved]

(3) Valuation of income interest. (i)
The deduction allowed by section 170(f)
(2) (B) for a charitable contribution of
an annuity trust interest is limited to the
fair market value of such interest on
the date of contribution, as computed
under § 20.2031-10 of this chapter (estate
tax regulations).

(i) The deduction allowed under sec-
tion 170(f) (2) (B) for a charitable con-
tribution of a unitrust interest is limited
to the fair market value of the unitrust
interest on the date of contribution. The
fair market value of the unitrust inter-
est shall be determined by subtracting
(a) the present value of all interests in
the transferred property that follow the
unitrust interest from (b) the fair mar-
ket value of the transferred property. For
such purposes the present value of all
interests that follow the unitrust inter-
est shall be determined under § 1.664-4
by treating such inferests as a remainder
interest in a charitable remainder uni-
trust.

(iii) If by reason of all the conditions
and circumstances surrounding a trans-
fer of an income interest in property in
trust it appears that the charity may not
receive the beneficial enjoyment of the
interest, a deduction will be allowed un-
der subparagraph (1) of this paragraph
only for the minimum amount it is evi-
dent the charity will receive, For ex-
ample, assume that the taxpayer con-
tributes in trust to a church a 9-year
frrevocable income interest in $20,000
cash, the residue to revert to himself.
The trust instrument provides that the
church is to be paid an annuity-trust in-
terest (as defined in subparagraph (2) ()
of this paragraph) of $4,000, payable an-
nually at the end of each year for 9
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vears, Since the fair market value of an
annuity of $4,000 a year for a period of
g vears, as determined under subdivision
) of this subparagraph and Table B in
£20.2031-10(f) of this chapter (Estate
Tax Regulations), is $27,206.80 ($4,000
%6.8017), it appears that the church
will not receive the beneficial enjoyment
of the income interest. Accordingly, even
though the donor is treated as the
owner of this trust under section 673, he
is allowed a deduction under subpara-
graph (1) of this paragraph only for
$20,000, which is the minimum gmount,
it is evident the church will receive.

(iv) See paragraph (b) (1) of § 1.170A~
4 for rule that the term “ordinary income
property” for purposes of section 170(e)
does not include an income interest in
respect of which a deduction is allowed
under section 170(f)(2)(B) and this
paragraph, p

(4) Recapture upon termination of
ireatment as owner. If for any reason the
donor of an income interest in property
ceases at any time before the termina-
tion of such interest to be treated as the
owner of such interest for purposes of
applying section 671, as for example,
where he dies before the termination of
such interest, he shall for purposes of
this chapter be considered as having
received, on the date he ceases to be so
treated, an amount of income equal to
(i) the amount of any deduction he was
allowed under section 170 for the con-
tribution of such interest reduced by (ii)
the discounted value of all amounts
which were required to be, and actually
were, paid with respect to such interest
under the terms of trust to the charitable
organization before the time at which
he ceases to be treated as the owner of
the interest. The discounted value of the
amounts described in subdivision (ii) of
this subparagraph shall be computed by
treating each such amount as a contri-
bution of a remainder interest after a
term of years and valuing such amount
as of the date of contribution of the
income interest by the donor, such value
to be determined under § 20.2031-10 of
this chapter consistently with the man-
ner in which the fair market value of the
income interest by the donor, such value
to subparagraph (3) (i) of this para-
graph. The application of this subpara-
graph will not be construed to disallow
a deduction to the trust for amounts paid
by the trust to the charitable organiza-
tion after the time at which the donor
:vensed to be treated as the owner of the

rust,

(5) INlusirations. The application of
this paragraph may be illustrated by the
following examples:

Ezample (1). On January 1, 1970, A con=
tributes to & church in trust a 9-year irrev-
ocable income interest in property. Both A
and the trust report income on a calendar
year basis. The fair market value of the
property placed in trust is $10,000. The trust
instrument provides that the church will
Tecelve an annuity of 8500, payable annually
al the end of each year for 9 years. The in-
come Interest is an annuity-trust interest as
defined in subparagraph (2) (1) of this para~
graph; upon termination of such Interest
the residue of the trust is to revert to A. By
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reference to Table B in § 20.2031-10(f) of this
chapter, it is found that the figure in column
(2) opposite 9 years is 6.8017. The present
value of the annuity is therefore $3,400.85
(8500 < 6.8017). The present value of the in-
come interest and A’s charitable contribution
for 1970 is $3,400.85.

Ezxample (2). (a) On January 1, 1870, B
contributes to a church in trust a 9-year
frrevocable Income interest in property. Both
B and the trust report income on a calendar
year basis. The fair market value of the
property placed in trust is $10,000. The trust
instrument provides that the trust will pay
to the church at the end of each year for
9 years, 5 percent of the fair market value
of all property in the trust at the beginning
of the year. The income interest is a uni-
trust interest as defined in subparagraph
(2) (1) of this paragraph; upon termination
of such interest the residue of the trust is
to revert to B.

(b) By reference to Table F in § 1.664-4
(b) (5), the adjusted payout rate is 4.717 per-
cent (5 percent X 0.943396). The present
value of the reversion is $6,473.75, computed
by reference to Table D in § 1.664-4(b) (5),
as follows:
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Interpolated factor....-.oao .. 647376
Present value of reversion ($10,000
XOBATBTID) e e S e $6,473.75

(¢c) The present value of the income in-
terest and B’s charitable contribution for
1970 is $3,626.25 ($10,000—$6,473.75).

Ezxample (3). (a) On January 1, 1970, C
contributes to a church in trust a 9-year
irrevocable income interest in property. Both
C and the trust report income on a calendar
year basis. The fair market value of the
property placed In trust is $10,000. The trust
instrument provides that the church will
receive an annuity of 8500, payable annually
at the end of each year for 9 years. The in-
come interest is an annuity trust interest
as defined in subparagraph (2)(i) of this
paragraph; upon termination of such in-
terest the residue of the trust is to revert
to C. C's charitable contribution for 1970
is $3,400.85, determined as provided in ex-
ample (1), The trust earns income of $600
in 1970, 400 in 1971, and $500 in 1972, all
of which Is taxable to C under section 671,
The church is paid $500 at the end of 1970,

Factor at 4.6 percent for 9 years_.. 0. 654539

Factor at 4.8 percent for 8 years... .642202 1971, and 1972, respectively. On Deegm-
ber 31, 1872, C dies and ceases to be treated
) 20 8y e Ry S A i . 012247 as the owner of the income interest under

Interpolation adjustment: section 673, a
4717% +4.6% = Y. (b) Pursuant to subparagraph (4) of this
02% 0.012247 paragraph, the discounted value as of Jan-
*=0.007164 uary 1, 1970, of the amounts paid to the
Factor at 4.6 percent for 9 years__.  .654539 Church by the trust is $1,336.51, determined
Less: Interpolation adjustment.. .007164 by reference to column (4) of Table B in
§20.2031-10(f) of this chapter, as follows:
Annuity ' Jchls flr%m : s : Discounted

an. 1, 1470, to ) t fact

Payment date Amount paid payment date sy of JX:'?":‘: ??ﬂo
$500 1 0, 943396 $471.70
500 2 . 880006 445.00
Dee. 31, 1972, 500 3 . 839610 419,81
A e 1,336. 51

(c) Pursuant to subparagraph (4) of this
paragraph, there must be included in C's
gross income for 1972 the amount of $2,064.34
($3,400.85 less $1,336,61),

(d) For deduction by the trust for
amounts paid to the church after Decem-
ber 31, 1972, see section 642(c) (1) and the
regulatiops thereunder.

(d) Denial of deduction jor certain
contributions by a trust. (1) If by reason
of section 170(f) (2) (B) and paragraph
(e) of this section a charitable contri-
butions deduction is allowed under sec-
tion 170 for the fair market value of an
income interest transferred in trust,
neither the grantor of the income inter-
est, the trust, nor any other person shall
be allowed a deduction under section 170
or any other section for the amount of
any charitable contribution made by the
trust with respect to, or in fulfillment of,
such income interest.

(2) Section 170(f) (2)(C) and sub-
paragraph (1) of this paragraph shall
not be construed, however, to—

(i) Disallow a deduction to the trust,
pursuant to section 642(c¢) (1) and the
regulations thereunder, for amounts
paid by the trust after the grantor ceases
to be treated as the owner of the income
interest for purposes of applying section

671 and which are not taken into ac-
count in determining the amount of re-
capture under paragraph (c) (4) of this
section, or

(ii) Disallow a deduction to the
grantor under section 671 and § 1.671-2
(c) for a charitable contribution made
by the trust in excess of the contribution
required to be made by the trust under
the terms of the trust instrument with
respect to, or in fulfillment of, the in-
come interest,

(3) Although a deduction for the fair
market value of an income interest in
property which is less thansthe donor's
entire interest in the property and which
the donor transfers in trust is disallowed
under section 170 because such interest
is not an annuity trust interest, or a
unitrust interest, as defined in para-
graph (c¢)(2) of this section, the donor
may be entitled to a deduction under
section 671 and § 1.671-2(¢) for any
charitable contributions made by the
trust if he is treated as the owner of such
interest for purposes of applying
section 671.

(e) Effective date. This section applies
only to transfers in trust made after
July 31, 1969.
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§ 1.170A-7 Conitributions not in trust of
partial interests in property.

(a) In general. (1) In the case of a
charitable contribution, not made by a
transfer in trust, of any interest in prop-
erty which consists of less than the
donor’s entire interest in such property,
no deduction is allowed under section 170
for the value of such interest unless the
interest is an interest described in para-
graph (b) of this section. See section
170(£) (3) (A). For purposes of this sec-
tion, a contribution of the right to use
property which the donor owns, for ex-
ample, a rent-free lease, shall be treated
as a contribution of less than the tax-
payer’s entire interest in such property.

(2) (i) A deduction is allowed with-
out regard to this section for a contribu-
tion of a partial interest in property if
such interest is the taxpayer’'s entire in-
terest in the property, such as an income
interest or a remainder interest. Thus,
if securities are given to A for life, with
the remainder over to B, and B makes a
charitable contribution of his remainder
interest to an organization described in
section 170(c), a deduction is allowed
under section 170 for the present value
of B's remainder interest in the securi-
ties. If, however, the property in which
such partial interest exists was divided
in order to create such interest and thus
avoid section 170(f) (3) (A), the deduc-
tion will not be allowed. Thus, for exam-
ple, assume that a taxpayer desires to
contribute to a charitable organization
an income interest in property held by
him, which is not of a type described in
paragraph (b) (2) of this section. If the
taxpayer transfers the remainder inter-
est in such property to his son and im-
mediately thereafter contributes the in-
come interest to a charitable organiza-
tion, no deduction shall be allowed under
section 170 for the contribution of the
taxpayer’s entire interest consisting of
the retained income interest. In further
illustration, assume that a taxpayer de-
sires to contribute to a charitable or-
ganization the reversionary interest in
certain stocks and bonds held by him,
which is not of a type described in para-
graph (b) (2) of this section. If the tax-
payer grants a life estate in such property
to his son and immediately thereafter
contributes the reversionary interest to a
charitable organization, no deduction will
be allowed under section 170 for the con-
tribution of the taxpayer’s entire in-
terest consisting of the reversionary
interest.

(ii) A deduction is allowed without
regard to this section for a contribution
of a partial interest in property if such
contribution constitutes part of a chari-
table contribution not in trust in which
all interests of the taxpayer in the prop-
erty are given to a charitable organiza-
tion described in section 170(c). Thus, if
on March 1, 1971, an income interest in
property is given not in trust to a church
and the remainder interest in the prop-
erty is given not in trust to an educa-
tional organization described in section
170(b) (1) (A), a deduction is allowed for

the value of such property.
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(3) A deduction shall not be disal-
lowed under section 170(f) (3) (A) and
this section merely because the interest
which passes to, or is vested in, the thar-
ity may be defeated by the performance
of some act or the happening of some
event, if on the date of the gift it appears
that the possibility that such act or event
will oceur is so remote as to be negligible.
See paragraph (e) of § 1.170A-1.

(b) Contributions of certain partial
interests imn property for which a deduc-
tion is allowed. A deduction is allowed
under section 170 for a contribution not
in trust of a partial interest which is less
than the donor’s entire interest in prop-
erty and which qualifies urider one of the
following subparagraphs: «

(1) Undivided portion of donor's
entire interest. (i) A deduction is al-
lowed under section 170 for the value of
a charitable contribution not in trust
of an undivided portion of a donor’'s
entire interest in property. An undivided
portion of a donor’s entire interest in
property must consist of a fraction or
percentage of each and every substantial
interest or right owned by the donor in
such property and must extend over the
entire term of the donor's interest in
such property and inother property into
which such property is converted. For
example, assuming that in 1967 B has
been given a life estate in an office build-
ing for the life of A and that B has no
other interest in the office building, B
will be allowed a deduction under section
170 for his contribution in 1972 to charity
of a one-half interest in such life estate
in a transfer which is not made in trust.
Such contribution by B will be considered
a contribution of an undivided portion of
the donor’s entire interest in property.
In further illustration, assuming that in
1968 C has been given the remainder in-
terest in a trust created under the will of
his father and C has no other interest
in the frust, C will be allowed a deduc-
tion under section 170 for his contribu-
tion in 1972 to charity of a 20-percent
interest in such remainder interest in a
transfer which is not made in trust. Such
contribution by C will be considered a
contribution of an undivided portion of
the donor’s entire interest in property. If
a taxpayer owns 100 acres of land and
makes a contribution of 50 acres to a
charitable organization, the charitable
contribution is allowed as a deduction
under section 170. A deduction is allowed
under section 170 for a contribution of
property to a charitable organization
whereby such organization is given the
right, as a tenant in common with the
donor, to possession, dominion, and con-
trol of the property for a portion of each
yvear appropriate to its interest in such
property, However, for purposes of this
subparagraph a charitable contribution
in perpetuity of an interest in property
not intrust where the donor transfers
some specific rights and retains other
substantial rights will not be considered
a contfribution of an individual portion of
the donor’s entire interest in property to
which section 170(f) (3) (A) does not ap-

ply. Thus, for example, a deduction is

not allowable for the value of an im-
mediate and perpetual gift not in trust
of an interest in original historic motion
picture fllms to a charitable organization
where the donor retains the exclusive
right to make reproductions of such films
and to exploit such reproductions com-
mercially.

(if) For purposes of this subparagraph
a charitable contribution of an open space
easement in gross in perpetuity shall be
considered a contribution of an undivideq
portion of the donor’s entire interest in
property to which section 170(f) (3) (A)
does not apply. For this purpose an ease-
ment in gross is a mere personal inter-
est in, or right to use, the land of
another; it is not supported by a domi-
nant estate but is attached to, and vested
in, the person to whom it is granted.
Thus, for example, a deduction is allowed
under section 170 for the value of a re-
strictive easement gratuitously conveyed
to the United States in perpetuity
whereby the donor agrees to certain re-
strictions on the use of his property, such
as, restrictions on the type and height
of buildings that may be erected, the
removal of trees, the erection of utility
lines, the dumping of trash, and the use
of signs.

(2) Partial interests in property which
would be deductible in trust. A deduc-
tion is allowed under section 170 for the
value of a charitable contribution not in
trust of a partial interest in property
which is less than the donor’s entire in-
terest in the property and which would
be deductible under section 170(f) (2) and
§ 1.170A-6 if such interest had been
transferred in trust.

(3) Contribution of a remainder in-
terest in a personal residence. A deduc-
tion is allowed under section 170 for the
value of a charitable contribution not in
trust of an irrevocable remainder inter-
est in a personal residence which is not
the donor’s entire interest in such prop-
erty. Thus, for example, if a taxpayer
contributes not in trust to an organiza-
tion described in section 170(c) a re-
mainder interest in a personal residence
and retains an estate in such property
for life or for a term of years, a deduc-
tion is allowed under section 170 for the
value of such remainder interest not
transferred in trust. For purposes of sec-
tion 170(f) (3) (B) (1) and this subpara-
graph, the term “personal residence”
means any property used by the taxpayer
as his personal residence even though it
is not used as his principal residence. For
example, the taxpayer’s vacation home
may be a personal residence for purposes
of this subparagraph. The term ‘“per-
sonal residence” also includes stock
owned by a taxpayer as a tenant-stock-
holder in a cooperative housing corpora-
tion (as those terms are defined in sec-
tion 216(b) (1) and (2)) if the dwelling
which the taxpayer is entitled to occupy
as such stockholder is used by him as his
personal residence.

(4) Coniribution of a remainder inter-
est in a farm. A deduction is allowed un-
der section 170 for the value of a charit-
able contribution not in trust of an ir-

revocable remainder interest in a farm
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which is not the donor's entire inter-
est in such property. Thus, for example,
if a taxpayer contributes not in trust to
an organization described in section 170
(c) a remainder inferest in a farm and
retains an estate in such farm for life or
for a term of years, a deduction is al-
Jowed under section 170 for the value of
such remainder interest not transferred
in trust. For purposes of section 170(f)
(3)(B) (1) and this subparagraph, the
term “farm” means any land used by the
taxpayer or his tenant for the produc-
tion of crops, fruits, or other agricultural
products or for the sustenance of live-
stock. The term “livestock™ includes cat-
tle, hogs, horses, mules, donkeys, sheep,
goats, captive fur-bearing animals,
chickens, turkeys, pigeons, and other
poultry. A farm includes the improve-
ments thereon.

(¢) Valuation of a partial interest in
property. The amount of the deduction
under section 170 in the case of a chari-
table contribution of a partial interest
in property to which paragraph (b) of
this section applies is the fair market
value of the partial interest at the time
of the contribution. See § 1.170A-1(c).
The fair market value of such partial in-
terest must be determined in accordance
with § 20.2031-10 of this chapter (Estate
Tax Regulations), except that, in the
case of a charitable contribution of a re-
mainder interest in real property which
is not transferred in trust, the fair mar-
ket value of such interest must be deter-
mined in accordance with section 170(f)
(4) and § 1.170A-12. In the case of a
charitable contribution of a remainder
interest in the form of a remainder in-
terest in a pooled income fund, a chari-
table remainder annuity trust, or a
charitable remainder unitrust, the fair
market value of the remainder unitrust,
the fair market value of the remainder
interest must be determined as provided
in paragraph (b) (2) of § 1.170A-6. How-
ever, in some cases a reduction in the
amount of a charitable contribution of
the remainder interest may be required.
See section 170(e) and paragraph (a) of
§ L170A-4.

(d) Ilustragtions. The application of
this section may be illustrated by the
following examples:

Ezample (1). A, an individual owning a
10-story office buliding, donates the rent-free
use of the top floor of the building for the
year 1971 to a charitable organization. Since
A’s contribution consists of a partial interest
0 which section 170(f) (3) (A) applies, he is
not entitled to a charitable contributions
deduction for the contribution of such par-
tial interest.

Ezample (2). In 1971, B contributes to a
charitable organization’ an undivided one-
half interest in 100 acres of land, whereby
85 tenants in common they share in the eco-
homie benefits from the property. The pres~
ent value of the contributed property is
§50,000. Bince B's contribution consists of an
undivided portion of his entire interest in
d\.c-_pmperty to which section 170(f) (3) (B)
applies, he is allowed a deduction in 1971 for
his charitable contribution of $50,000.

C’E_-"!-""ple (3). In 1971, D loans $10,000 in

! for the use of the money. Since D's
ontribution consists of a partial interest to
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which section 170(f) (3) (A) applies, he is not
entitled to a charitable contributions deduc-
tion for the contribution of such partial
interest.

(e) Effective dale, This section applies
only to contributions made after July 31,
1969.

§ 1.170A-8 Limitations on charitable
deductions by individuals.

(a) Percentage limitations—(1) In
general. An individual’s charitable con-
tributions deduction is subject to 20-, 30-,
and 50-percent limitations unless the in-
dividual qualifies for the unlimited chari-
table contributions deduction under sec-
tion 170(b) (1) (C). For a discussion of
these limitations and examples of their
application, see paragraphs (b) through
(f) of this section. If a husband and wife
make a joint return, the deduction for
contributions is the aggregate of the con-
tributions made by the spouses, and the
limitations in section 170(b) and this
section are based on the aggregate con-
tribution base of the spouses. A chari-
table contribution by an individual to or
for the use of an organization described
in section 170(c) may be deductible even
though all, or some portion, of the funds
of the organization may be used in for-
eign countries for charitable or educa-
tional purposes.

(2) “To” or “for the use of” defined.
For purposes of section 170, a contribu-
tion of an income interest in property,
whether or not such contributed in-
terest is transferred in trust, for
which a deduction is allowed under sec-
tion 170(f) (2)(B) or (3)(A) shall be
considered as made “for the use of”
rather than “to” the charitable organi-
zation. A contribution of a remainder in-
terest in property, whether or not such
contributed interest is transferred in
trust, for which a deduction is allowed
under section 170(f) (2)(A) or (3)(A),
shall be considered as made “to” the
charitable organization except that, if
such interest is transferred in trust and,
pursuant to the terms of the trust
instrument, the interest contributed is,
upon termination of the predecessor
estate, to be held in trust for the benefit
of such organization, the contribution
shall be considered as made “for the use
of” such organization. Thus, for exam-
ple, assume that A transfers property to
a charitable remainder annuity trust de-
scribed in section 664(d) (1) which is
required to pay to B for life an annuity
equal to 5 percent of the initial fair mar-
ket value of the property transferred in
trust. The trust instrument provides that
after B’s death the remainder interest in
the trust is to be transferred to M Church
or, in the event M Church is not an
organization described in section 170(¢)
when the amount is to be irrevocably
transferred to such church, to an orga-
nization which is deseribed in section
170(ec) at that time. The contribution
by A of the remainder interest shall be
considered as made “to” M Church. How-
ever, if in the trust instrument A had
directed that after B's death the remain-
der interest is to be held in trust for the

benefit of M Church, the contribution
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shall be considered as made “for the use
of” M Church. This subparagraph does
not apply to the contribution of a par-
tial interest in property, or of an un-
divided portion of such partial interest, if
such partial interest is the donor's entire
interest in the property and such entire
interest was not created to avoid section
170(f) (2) or (3) (A). See paragraph (a)
(2) of § 1.170A-6 and paragraphs (a) (2)
(1) and (b) (1) of § 1.170A-T.

(b) 50-percent limitation. An individ-
ual may deduct charitable contributions
made during a taxable year to any one
or more section 170(b) (1) (A) organiza-
tions, as defined in § 1.170A-9, to the ex-
tent that such contributions in the ag-
gregate do not exceed 50 percent of his
contribution base, as defined in section
170(b) (1) (F) and paragraph (e) of this
section, for the taxable year. However,
see paragraph (d) of this section for a
limitation on the amount of charitable
contributions of 30-percent capital gain
property. To qualify for the 50-percent
limitation the contributions must be
made “to,”” and not merely “for the use
of,” one of the specified organizations.
A contribution to an organization re-
ferred to in section 170(c) (2), other
than a section 170(b) (1) (A) organiza-
tion, will not qualify for the 50-percent
limitation even though such organiza-
tion makes the contribution available to
an organization which is a section 170
(b) (1) (A) organization. For provisions
relating to the carryover of contributions
in excess of 50-percent of an individual’s
contribution base see section 170(d) (1)
and paragraph (b) of § 1.170A-10.

(e) 20-percent limitation. (1) An in-
dividual may deduct charitable contribu-
tions made during a taxable year—

(i) To any one or more charitable
organizations described in section 170(¢)
other than section 170(b) (1) (A) orga-
nizations, as defined in § 1.170A-9, and,

(ii) For the use of any charitable or-
ganization described in section 170(c),

to the extent that such contributions in
the aggregate do not exceed the lesser
of the limitations under subparagraph
(2) of this paragraph,

(2) For purposes of subparagraph (1)
of this paragraph the limitations are—

(1) 20 percent of the individual’s con-
tribution base, as defined in paragraph
(e) of this section, for the taxable year,
or

(i1) The excess of 50 percent of the
individual’s contribution base, as so de-
fined, for the taxable year over the total
amount of the charitable contributions
allowed under section 170(b) (1) (A) and
paragraph (b) of this section, deter-
mined by first reducing the amount of
such contributions under section 170(e)
(1) and paragraph (a) of § 1.170A—4 but
without applying the 30-percent limita-
tion under section 170(b) (1) (D) () and
paragraph (d) (1) of this section.

However, see paragraph (d) of this sec-
tion for a limitation on the amount of
charitable contributions of 30-percent
capital gain property. If an election
under section 170(b) (1) (D) {ii) and
paragraph (d) (2) of this section applies
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to any contributions of 30-percent cap-
ital gain property made during the tax-
able year or carried over to the taxable
year, the amount allowed for the taxable
year under paragraph (b) of this section
with respect to such contributions for
purposes of applying subdivision (ii) of
this subparagraph shall be the reduced
amount of such contributions determined
by applying paragraph (d)(2) of this
section.

(d) 30-percent limitation—(1) In
general. An individual may deduct char-
itable contributions of 30-percent capital
gain property, as defined in subpara-
graph (3) of this paragraph, made dur-
ing a taxable year to or for the use of any
charitable organization described in sec-
tion 170(c) to the extent that such con-
tributions in the aggregate do not exceed
30-percent of his contribution base, as
defined in paragraph (e) of this section,
subject, however, to the 50~ and 20-per-
cent limitations prescribed by para-
graphs (b) and (¢) of this section. For
purposes of applying the 50-percent and
20-percent limitations described in para-
graphs (b) and (¢) of this section, char-
itable contributions of 30-percent capital
gain property paid during the taxable
year, and limited as provided by this sub~-
paragraph, shall be taken into account
after all other charitable contributions
paid during the taxable year, For provi-
sions relating to the carryover of certain
contributions of 30-percent capital gain
property in excess of 30-percent of an in-
dividual’s contribution base, see section
170 (b) (1) (D) (ii) and paragraph (c)
of § 1.170A-10.

(2) Election by an individual to have
section 170(e) (1) (B) apply to conlribu~-
tions—(i) In general. (a) An individual
may elect under section 170(b) (1) (D)
(iii) for any taxable year to have the re-
duction rule of section 170(e) (1) (B) and
paragraph (a) of § 1.170A-4 apply to all
his charitable contributions of 30-
percent capital gain property made dur-
ing such taxable year or carried over to
such taxable year from a taxable year
beginning after December 31, 1969. If
such election is made such contributions
shall be treated as contributions of sec-
tion 170(e) capital gain property in ac-
cordance with paragraph (b) (2) (iil) of
§ 1.170A-4. The election may be made
with respect to confributions of 30-
percent capital gain property ecarried
over to the taxable year even though the
individual has not made any contribu-
tion of 30-percent capital gain property
in such year. If such an election is made,
section 170(b) (1) (D) (i) and (ii) and
subparagraph (1) of this paragraph shall
not apply to such contributions made
during such year. However, such contri-
butions must be reduced as required
under section 170(e) (1) (B) and para-
graph (a) of § 1.170A-4.

(b) If there are carryovers to such
taxable year of charitable confribu-
tions of 30-percent capital gain prop-
erty made in preceding taxable years
beginning after December 31, 1969,
the amount of such contributions in
each such preceding year shall be re-
duced as if section 170(e) (1) (B) had
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applied to them in the preceding year
and shall be carried over to the tax-
able year and succeeding taxable years
under section 170(d)(1) and para-
graph (b) of §1.170A-10 as contribu-
tions of property other than 30-per-
cent capital gain property. For pur-
poses of applying the immediately
preceding sentence, the percentage
limitations under section 170(b) for the
preceding taxable year and for any
taxable years intervening between such
year and the year of the election
shall not be redetermined and the
amount of any deduction allowed for
such years under section 170 in re-
speet of the charitable confributions
of 30-percent capital gain property in
the preceding taxable year shall not
be redetermined. However, the amount
of the deduction so allowed under
section 170 in the preceding taxable
vear must be subtracted from the re-
duced amount of the charitable con-
tributions made in such year in order
to determine the excess amount which
is carried over from such year under
section 170¢d) (1), If the amount of
the deduction so allowed in the pre-
ceding taxable year equals or exceeds
the reduced amount of the charitable
contributions, there shall be no carry-
over from such year to the year of
the election.

(¢) An election under this subpara-
graph may be made for each tax-
able year in which charitable contri-
butions of 30-percent capital gain
property are made or to which they
are carried over under section 170(b)
(1) (D) (ii), If there are also carry-
overs under section 170(d) (1) to the
year of the election by reason of an
election made under this subparagraph
for a previous taxable year, such carry-
overs under section 170(d) (1) shall not
be redetermined by reason of the subse-
quent election.

(ii) Husband and wife making joint
return. If a husband and wife make
a joint return of income for a con-
tribution year and one of the spouses
elects under this subparagraph in a
later year when he files a separate
return, or if a spouse dies affer a
contribution year for which a joint
return is made, any excess contribu-
tion of 30-percent capital gain prop-
erty which is carried over to the
election year from the contribution
year shall be allocated between the
husband and wife as provided in para-
graph (d) (4) (i) and (iii) of § 1.170A-10.
If a husband and wife file separate
returns in a contribution year, any elec-
tion under this subparagraph in a later
year when a joint return is filed shall
be applicable to any excess contributions
of 30-percent capital gain properfy of
either taxpayer carried over from the
contribution year to the election year.
The immediately preceding sentence
shall also apply where two single Indi-
viduals are subsequently married and
file a joint return. A remarried individual
who filed a joint return with his former
spouse for a contribution year and there-

after files a joint return with his present
spouse shall treat the carryover to

the election year as provided in para-
graph (d)(4) (ii) of § 1.170A-10.

(i) Manner of making election. The
election under subdivision () of this sub-
paragraph shall be made by attaching to
the income tax return for the election
year a statement indicating that the
election under section 170(b) (1) (D) dip)
and this subparagraph is being made. 11
there is a carryover to the taxable year
of any charitable contributions of 30-
percent capital gain property from a pre-
vious taxable year or years, the statement
shall show a recomputation, in accord-
ance with this subparagraph and
§ 1.170A-4, of such carryover, setting
forth sufficient information with respect
to the previous taxable year or any inter-
vening year to show the basis of the re-
computation. The statement shall indi-
cate the district director, or the director
o( the internal revenue service center,
with whom the return for the previous
taxable year or years was filed, the name
or names in which such return or returns
were filed, and whether each such return
was a joint or separate return.

(3) 30-percent capital gain property
defined. If there is a charitable contribu-
tion of a capital asset which, if it were
sold by the donor at its fair market value
at the time of its contribution, would re-
sult in the recognition of gain all, or any
portion, of which would be long-term
capital gain and if the amount of such
contribution is not required to be re-
duced under section 170(e) (1) (B) and
§ 1.170A-4(a) (2), such capital asset shall
be treated as “30-percent capital gain
property” for purposes of section 170 and
the regulations thereunder. For such pur-
poses any property which is property
used in the trade or business, as defined
in section 1231(b), shall be treated as
a capital asset. However, see paragraph
(b) (4) of § 1.170A-4. For the ftreatment
of such property as section 170(e) capi-
tal gain property, see paragraph (b)(2)
(iil) of § 1.170A-4.

(e) Contribution base defined. For
purposes of section 170 the term “con-
tribution base’ means adjusted gross in-
come under section 82, computed without
regard to any net operating loss carry-
back to the taxable year under section
172. See section 170(b) (1) (F).

(f) Ilustrations. The application of
this section may be illustrated by the fol-
lowing examples:

Ezample (1). B, an individual, reports his
income on the calendar-year basis and for
1970 has a contribution base of $100,000.
During 1970 he makes charitable contribu-
tions of $70,000 in cash, of which $40,000 Is
given to section 170(b) (1) (A) organizations
and $30,000 is given to other organizations
described in section 170 (c). Accordingly, B
is allowed a charitable contributions deduc-
tion of $50,000 (50% of $100,000), which con-
sists of the $40,000 contributed to section 170
(b) (1) (A) organizations and $10,000 of tbe
$30,000 contributed to the other organizi-
tions. Under paragraph (c) of this section,
only $10,000 of the $30,000 contributed to the
other organizations is allowed as & deduction
since such contribution of $30,000 is snoweii
to the extent of the lesser of $20,000 (20%
of $100,000) or $10,000 ([50% of $100,0001~
$40,000 (contributions allowed under sectio”
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170(b) (1) (A) and paragraph (b) of this sec-
tion) ). Under section 170 (b) (1) (D) (11) and
(d) (1) and §1.170A-10, B is not allowed &
carryover to 1971 or to any other taxable
vear for any of the $20,000 ($30,000—$10,000)
not deductible und:r ;ie:ts:oc:’ 170(b) (1) (B)
nd paragraph (c) of t on,
% szampga(Z). C, an indlvidual, reports his
income on the calendar-year basis and for
1070 has a contribution base of $100,000.
During 1970 he makes charitable contribu-
tions of 840,000 in 30-percent capital gain
property to section 170(b) (1) (A) organiza-
tlons and of £30,000 in cash to other organi-
zations described In section 170(c). The 20-
percent limitation in section 170(Db) (1) (B)
and paragraph (c¢) of this section is applied
pefore the 30-percent limitation in section
170(b) (1) (D) (1) and paragraph (d) of this
section; accordingly section 170(b) (1) (B)
(i1) limits the deduction for the $30,000 cash
contribution to $10,000 ([50% of $100,000] —
$40,000). The amount of the contribution of
so-percent capital gailn property is limited
by section 170(b) (1) (D) (1) and paragraph
(d) of this section to $30,000 (30% of
$100,000). Accordingly, C's charitable con-
tributions deduction for 1970 is limited to
$40.000 (8$10,000+4 $30,000). Under section 170
(b) (1) (D) (1) and paragraph (¢) of § 1.170A-
10, C is allowed a carryover to 1971 of 10,000
($40,000—$30,000) in respect of his contribu-
tions of 30-percent capital gain property. C
is not allowed a carryover to 1971 or to any
other taxable year for any of the $20,000 cash
($30,000—810,000) not deductible under sec-
tion 170(b) (1) (B) and paragraph (c) of
this section.

Ezample (3). (a) D, an individual, reports
his income on the calendar-year basis and
for 1970 has a contribution base of $100,000.
During 1970 he makes charitable confribu-
tions of $70,000 in eash, of which $40,000 is
given to section 170(b) (1) (A) organizations
and $30,000 is given to other organizations
described in section 170(¢). During 1971 D
makes charitable contributions to a section
170(b) (1) (A) organization of $12,000, con-
sisting of cash of $1,000 and $11,000 In 30~
percent capital gain property. His contribu-
tion base for 1971 is $10,000.

(b) For 1970, D is allowed a charitable
contributions deduction of 850,000 (50% of
$100,000), which consists of the $40,000 con-
tributed to sectionm 170(b) (1) (A) organiza-
tions and $10,000 of the $30,000 contributed
to the other organizations. Under paragraph
(c) of this section, only $10,000 of the $30,000
contributed to the other organizations is al-
lowed as a deduction since such contribution
of $30,000 is allowed to the extent of the lesser
of $20,000 (20% of $100,000) or $10,000 ([50%
of $100,000] —$40,000 (contributions allowed
under section 170(b) (1) (A) and paragraph
(b) of this section)). D is not allowed a
carryover to 1871 or to any other taxable year
for any of the $20,000 ($30,000—8$10,000) not
deductible under section 170(b) (1) (B) and
paragraph (¢) of this section.

(¢c) For 1971, D s allowed a charitable con-
tributions deduction of $4.000, consisting of
81,000 cash and $3,000 of the 30-percent
capital gain property (30% of $10,000). Un-
der section 170(b) (1) (D) (i) and paragraph
(¢) of §1.170A-10, D is allowed a carryover
10 1972 of 8,000 ($11,000—83,000) in respect
of his contribution of 30-percent capital gain
property in 1971.

Ezampie (4). (a) E, an individual, reports
his income on the calendar-year basis and
for 1970 has a contribution base of $100,000.
purlng 1970 he makes charitable contribu-
tlons of $70,000 in cash, of which $40,000 is
1 to section 170(b) (1) (A) organizations
30,000 is given to other organizations
cribed In section 170(c). During 1971 E
lakes charitable contributions to a section
170(b) (1) (A) organization of 814,000 con-
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sisting of cash of $3,000 and $11,000 in 30~
percent capital gain property. His contribu-
tion base for 1971 is $10,000.

(b) For 1970, E is allowed a charitable
contributions deduction of $50,000 (50% of
$100,000), which consists of the £40,000 con«
tributed to section 170(b) (1) (A) organiza-
tions and $10,000 of the $30,000 contributed
to the other organizations. Under paragraph
(¢) of this section, only $10,000 of the $30,000
contributed to the other organizations is
allowed as a deduction since such contribu-
tion of $30,000 is allowed to the extent of the
lesser of $20,000 (20% of $100,000) or
(810,000 ([50% of $100,000] —$40,000 (con-
tributions allowed under section 170(b) (1)
(A) and paragraph (b) of this section)). E is
not allowed a carryover to 1971 or to any
other taxable year for any of the $20,000
(830,000 —$10,000) not deductible under sec-
tion 170(b) (1) (B) and paragraph (¢) of this
section.

(¢) For 1971, E is allowed a charitable con-
tributions deduction of $5,000 (50% of $10,-
000), consisting of $3,000 cash and $2,000 of
the 3,000 (30% of $10,000) 30-percent capi-
tal gain property which is taken into ac-
count. This result is reached because, as
provided In section 170(b)(1)(D)(i) and
paragraph (d) (1) of this section, cash con-
tributions are taken into account before
charitable contributions of 30-percent capi-
tal gain property. Under section 170(b) (1)
(D) (ii) and (d) (1) and paragraphs (b) and
(c) of §1.170A-10, E is allowed a carryover
of $9,000 ([$11,000—$3,000] plus [86,000
—$5,000]) to 1972 in respect of this contribu-
tion of 30-percent capital gain property in
1971.

Ezample (5). In 1970, C, & calendar-year
individual taxpayer, contributes to section
170(b) (1) (A) organizations the amount of
$8,000, consisting of $3,000 In cash and $5,000
in 30-percent capital gain property. In 1870,
C also makes charitable contributions of
88,500 in 30 percent capital gain property to
other organizations described in section 170
(c). C's contribution base for 1970 is $20,000.
The 20-percent limitation in section 170(b)
(1) (B) and paragraph (c) of this section is
applied before the 30-percent limitation in
section 170(b) (1) (D) (1) and paragraph (d)
of this section; accordingly, section 170(b)
(1) (B) (ii) limits the deduction for the
$8.500 of contributions to the other organi-
zations described in section 170 (c) to $2,000
([60% of $20,000]— [$3,000-}-$5,000]). How-
ever, the total amount of contributions of
30-percent capital gain property which is
allowed as a deduction for 1970 is limited by
section 170(b) (1) (D) (1) and paragraph (d)
of thls section to $6,000 (30% of $20,000),
consisting of the $5,000 contribution to the
section 170(b) (1) (A) organizations and
$1,000 of the contributions to the other orga-
nizations described in section 170 (c). Ac-
cordingly, C is allowed a charitable contribu-
tions deduction for 1970 of 9,000, which con-
sists of 3,000 cash and $6,000 of the $13,500
of 30-percent capital gain property. C is not
allowed to carry over to 1971 or any other
year the remaining £7,600 because his con-
tributions of 30-percent capital gain property
for 1970 to section 170(b) (1) (A) organiza~
tions amount only to $5,000 and do not ex-
ceed $6,000 (30% of $20,000)., Thus, the re-
quirement of section 170(b) (1) (D) (ii) is
not satisfled.

Ezample (6). During 1971, D, a calendar-
year individual taxpayer, makes a charltable
contribution to a church of $8,000, consist-
ing of $5,000 In cash and $3,000 in 30-per-
cent capital galn property. For such year,
D's contribution base is $10,000. Accordingly,
D is allowed a charitable contributions de-
duction for 1971 of 85,000 (50% of $10,000)
of cash. Under section 170(d) (1) and para-
graph (b) of § 1.170A-10, D is allowed a
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carryover to 1972 of his $3,000 contribution
of 30-percent capital gain property, even
though such amount does not exceed 30 per-
cent of his contribution base for 1971.

Ezample (7). In 1970, E, a calendar-year
individual taxpayer, makes a charitable con-
tribution to a section 170(b)(1)(A) orga-
nization in the amount of $10,000, consisting
of $8,000 in 30-percent capital galn property
and of $2,000 (after reduction under section
170(e)) in other property. E's contribution
base of 1970 is $20,000. Accordingly, E is
allowed a charitable contributions deduction
for 1970 of $8,000, consisting of the $2,000 of
property the amount of which was reduced
under section 170(e) and $6,000 (30% of
$20,000) of the 30-percent capital gain prop-
erty. Under section 170(b) (1) (D) (i1) and
paragraph (¢) of § 1.170A-10, E is allowed to
carry over to 1971 $2,000 ($8,000—$6,000) of
his contribution of 30-percent capital gain
property.

Ezxample (8). (a) In 1972, F, calendar-year
individual taxpayer, makes a charitable con-
tribution to a church of $4,000, consisting
of $1,000 in cash and §3,000 in 30-percent
capital gain property. In addition, F makes
a charitable contribution in 1972 of $2,000
in cash to an organization described in sec-
tion 170(c) (4). F also has a carryover from
1971 under section 170(d) (1) of 85,000 (none
of which consists of contributions of 30-
percent eapital gain property) and a carry-
over from 1971 under section 170(b) (1) (D)
(il) of $6,000 of contributions of 30-percent
napital gain property. F's contribution base
for 1972 is $11,000.

Accordingly, F is allowed a charitable con-
tributions deduction for 1972 of 85500 (50%
of $11,000), which consists of $1,000 cash
contributed in 1972 to the church, §3,000 of
30-percent capital gain property contributed
in 1972 to the church, and $1,500 (carryover
of $5,000 but not to exceed [$5,500— (81,000
--83,000) |) of the carryover from 1971 under
section 170(d) (1).

(b) No deduction Is allowed for 1872 for
the contribution in that year of $2.000 cash
to the section 170(c) (4) organization since
section 170(b) (1) (B) (ii) and paragraph (¢)
of this section limit the deduction for such
contribution to 80([50% of $11,000] — [$1,000
+-$1,5004$3,000] ) . Moreover, F is not allowed
a carryover to 1978 or to any other year for
any of such $2,000 cash contributed to the
section 170(c) (4) organization.

(¢) Under section 170(d) (1) and paragraph
(b) of § 1.170A-10, F is allowed a carryover to
1973 from 1971 of $3,500 (85,000—%$1,500) of
contributions of other than 30-percent capi-
tal gain property. Under section 170(b) (1)
(D) (i1) and paragraph (c) of § 1.170A-10, ¥
is allowed a carryover to 1973 from 1971 of
$6,000 ($6,000—80 of such carryover treated
as paid in 1972) of contributions of 30-
percent capital gain property. The portion of
such $6,000 carryover from 1971 which is
treated as paid in 1972 is 80 ([50% of $11,000]
—$4,000 contributions to the church in 1972
plus 31,500 of section 170(d)(1) carryover
treated as paid in 1972}).

Ezample (9). (a) In 1970, A, a calendar-
year individual taxpayer, makes a charitable
contribution to a church of 30-percent capi-
tal gain property having a fair market value
of 860,000 and an adjusted basis of $10,000.
A’s contribution base for 1970 is $50,000, and
he makes no other charitable contributions
in that year. A does not elect for 1970 under
paragraph (d)(2) of this section to have
section 170(e) (1) (B) apply to such contribu-~
tion. Accordingly, under section 170(b) (1)
(D) (1) and paragraph (d) of this section, A
1s allowed a charitable contributions deduc-
tion for 1970 of $15,000 (30% of $50,000).
Under section 170(b)(1)(D)(i1) and para-
graph (c¢) of §1.170A-10, A is allowed a
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carryover to 1971 of $45,000 ($60,000—
$15,000) for his contribution of 30-percent
capital gain property.

(b) In 1971, A makes a charitable con-
tribution to a church of 30-percent capital
gain property having a falr market value
of $11,000 and an adjusted basis of $10,000.
A's contribution base for 1971 is $60,000, and
he makes no other charitable contributions
in that year. A elects for 1871 under para-
graph (d) (2) of this section to have section
170(e) (1) (B) and §1.170A-4 apply to his
contribution of $11,000 in that year and to
his carryover of $45,000 from 1970, Accord-
ingly, he is required to recompute his carry-
over from 1970 as If section 170(e) (1) (B) had
applied to his contribution of 30-percent
capital gain property in that year.

(c) If section 170(e) (1) (B) had applied
in 1970 to his contribution of 30-percent
capital gain property, A's contribution would
have been reduced from $60,000 to $35,000,
the reduction of $25,000 being 50 percent of
the gain of $50,000 ($60,000—$10,000) which
would have been recognized as long-term
capital gain if the property had been sold
by A at its fair market value at the time of
the contribution in 1970. Accordingly, by
taking the election under paragraph (d)(2)
of this section into account, A has & recom-
puted carryover to 1971 of §20,000 ($35,000—
$15,000) of his contribution of 30-percent
capital gain property in 1970. However, A’s
charitable contributions deduction of $15,000
sllowed for 1970 is not recomputed by reason
of the election.

(d) Pursuant to the election for 1971, the
contribution of 30-percent capital gain prop-
erty for 1971 is reduced from $11,000 to
$10,600, the reduction of $500 being 50 per-
cent of the gain of 81,000 ($11,000—$10,000)
which would have been recognized as long-
term capital gain if the property had been
sold by A at its fair market value at the time
of its contribution in 1971.

(e) Accordingly, A is allowed a charitable
confributions deduction for 1971 of $30,000
(total contributions of $30,500 [$20,0004
£10,500] but not to exceed 50% of $60,000).

(f) Under section 170(d) (1) and para-
graph (b) of § 1.170A-10, A is allowed a
carryover of $500 ($30,500—$30,000) to 1972
and the 8 succeeding taxable years. The
$500 carryover, which by reason of the elec~
tion is no longer treated as a contribution
of 30-percent capital gain property, is treated
as carried over under paragraph (b) of
§ 1.170A-10 from 1970 since in 1971 current
year contributions are deducted before con-
tributions which are carried over from pre=-
ceding taxable years.

Ezample (10). The facts are the same as
in example (9) except that A also makes
8 charitable contribution in 1971 of $2,000
cash to a private foundation not described
in section 170(b) (1) (E) and that A's contri-
bution base for that year is $62,000, instead
of $60,000. Accordingly, A is allowed a chari-
table contributions deduction for 1971 of
$31,000, determined in the following manner,
Under section 170(b) (1) (A) and paragraph
(b) of this section, A 15 allowed a charitable
contributions deduction for 1971 of $30,500,
consisting of $10,600 of property contributed
to the church in 1971 and of $20,000 (carry=-
over of $20,000 but not to exceed [ ($62,000 X
509%) —$10,5600]) of contributions of prop-
erty carried over to 1971 wunder section
170(d) (1) and paragraph (b) of § 1.170A-10,
Under section 170(b) (1) (B) and paragraph
(e¢) of this section, A is allowed & charitable
contributions deduction for 1971 of $500
([50% of $62,000]— [#10,500-}-820,000]) of
cash contributed to the private foundation
iu that year. A is not allowed a carryover to
1972 or to any other taxable year for any of

the $1,600 ($2,000—$500) cash nct deducti-
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ble in 1971 under section 170(b) (1) (B) and
paragraph (c¢) of this section.

Ezxample (11). The facts are the same as
in example (9) except that A’s contribution
base for 1970 is $120,000. Thus, before making
the election under paragraph (d) (2) of this
section for 1971, A is allowed a charitable
contributions deduction for 1970 of $36,000
(30% of $120,000) and is allowed a carry-
over to 1971 of $24,000 ($60,000—$36,000). By
making the election for 1971, A is required
to recompute the carryover from 1870, which
is reduced from $24,000 to zero, since the
charitable contributions deduction of $36,000
allowed for 1970 exceeds the reduced $35,000
contribution for 1970 which may be taken
into account by reason of the election for
1971. Accordingly, A is allowed a deduction
for 1971 of $10,600 and is allowed no carryover
to 1972, since the reduced contribution for
1971 (810,600) does not exceed the limitation
of $30,000 (60% of $60,000) for 1971 which
applies under section 170(d) (1) and para-
graph (b) of § 1.170A-10. A’s charitable con~
tributions deduction of $36,000 allowed for
1970 is not recomputed by reason of the elec-
tion, Thus, it is not to A’s advantage to make
the election under paragraph (d) (2) of this
section.

Ezample (12). (a) B, an individual, reports
his income on the calendar-year basis and
for 1970 has a contribution base of $100,000.
During 1970 he makes charitable contribu-
tions of $70,000, consisting of $50,000 In 30~
percent capital gain property contributed to
a church and $20,000 in cash contributed to
& private foundation not described in section
170(b) (1) (E). For 1971, B's contribution
base is $40,000. and in that year he makes
& charitable contribution of $5,000 iIn cash
to such private foundation. During the years
involved B makes no other charitable
contributions.

(b) The amount of the contribution of 30~
percent capital gain property which may be
taken into account for 1970 is limited by
section 170(b) (1) (D) (1) and paragraph (d)
of this section to $30,000 (30% of $100,000).
Accordingly, under section 170(b)(1)(A)
and paragraph (b) of this section B is al-
lowed a deduction for 1970 of 30,000 of 30~
percent capital gain property (contribution
of $30,000 but not to exceed 50,000 [60% of
$£100,000] ). No deduction is allowed for 1970
for the contribution in that year of $20,000
of cash to the private foundation since sec-
tion 170(b) (1) (B) (i1) and paragraph (c) of
this section limit the deduction for such
contribution to 80 ([50% of $100,000]—
$50,000, the amount of the contribution of
80-percent capital gain property).

(¢) Under section 170(b) (1) (D) (i) and
paragraph (c) of § 1.170A-10, B is allowed &
carryover to 1871 of 820,000 ($50,000—[30%
of $100,000]) of his contribution in 1970 of
30-percent capital gain property. B is not
allowed & carryover to 1971 or to any other
taxable year for any of the 20,000 cash con-
tribution in 1970 which is not deductible un-
der section 170(b) (1) (B) and paragraph (c)
of this section.

(d) The amount of the contribution of
80-percent capital gain property which may
be taken into account for 1971 is limited by
section 170(b) (1) (D) (1) and paragraph (d)
of this section to $12,000 (30% of $40,000),

Accordingly, under section 170(b)(1)(A)
and paragraph (b) of this section B is al-
lowed a deduction for 1971 of $12,000 of 30-
percent capital gain property (contribution
of $12,000 but not to exceed $20,000 [60%
of $40,000]). No deduction is sallowed for
1971 for the contribution in that year of
$5,000 of cash to the private foundation,
since section 170(b) (1) (B)(ii) and para-
graph (c) of this section 1imit the deduction
for such contribution to $0 ([50% of $40,000]
~—$20,000 carryover of 30-percent capital gain
property from 1970),

(e) Under section 170(b) (1) (D) (ii) ang
paragraph (¢) of §1,1704-10, B is allowed 5
carryover to 1972 of $8,000 ($20,000— 30,
of $40,000]) of his contribution In 1070 of
30-percent capital gain property. B is not
allowed a carryover to 1972 or to any other
taxable year for any of the $5,000 cash con.
tribution for 1971 which is not deductible
under section 170(b) (1) (B) and paragrapn
(¢) of this section.

Example (13).D, an individual, reports his
income on the calendar-year basis and for
1970 has a contribution base of $100,000. On
March 1, 1970, he contributes to a church
intangible property to which section 1245 ap-
plies which has a fair market value of $60,000
and an adjusted basis of $10,000. At the time
of the contribution D has used the property
in his business for more than 6 months, It
the property had been sold by D at its fair
market value at the time of its contribution,
it is assumed that under section 1245 $20,000
of the gain of 850,000 would have been
treated as ordinary income and $30,000 would
have been long-term capital gain, Since the
property contributed is ordinary income
property within the meaning of paragraph
(b) (1) of §1.170A-4, D’s contribution of
$60,000 is reduced under paragraph (a)(1)
of such section to $40,000 ($60,000—820,000
ordinary income), However, since the prop-
erty contributed is also 30-percent capital
gain property within the meaning of para-
graph (d) (3) of this section, D’s deduction
for 1970 is limited by section 170(b) (1) (D)
(i) and paragraph (d) of this section to
$30,000 (30% of $100,000). Under section 170
(b) (1) (D) (i1) and paragraph (c¢) of § 1.170A-
10, D Is allowed to carry over to 1971 $10,000
($40,000—$30,000) of his contribution of 30-
percent capital gain property.

Ezample (14). C, an individual, reports his
income on the calendar-year basis and for
1970 has a contribution base of $50,000. Dur-
ing 1970 he makes charitable eontributions
to a church of $57,000, consisting of $2,000
cash and of 30-percent capital gain property
with a fair market value of $55,000 and an
adjusted basis of $15,000. In addition, C
contributes $3,000 cash in 1970 to a private
foundation not described in section 170(b)
(1) (E). For 1970, C elects under paragraph
(d) (2) of this sectlon to have section 170(e)
(1) (B) and §1.170A-4(a) apply to his con-
tribution of property to the church, Accord-
ingly, for 1870 C’s contribution of property
to the church is reduced from $55,000 to
$35,000, the reduction of $20,000 being 50
percent of the gain of $40,000 ($55000
—$15,000) which would have been recognized
as long-term capital gain if the property had
been sold by C at its fair market value at the
time of its contribution to the church. Under
section 170(b) (1) (A) and paragraph (b)
of this section, C Is allowed a charitable con-
tributions deduction for 1970 of $25,000
([$2,000--835,000] but not to exceed [$50.000
% 50% ]). Under section 170(d) (1) and para-
graph (b) of §1.170A-10, C is allowed &
carryover from 1970 to 1971 of $12,000
(837,000 —$25,000) . No deduction is allowed
for 1970 for the contribution in that year
of $3,000 cash to the private foundation since
section 170(b) (1) (B) and paragraph (c) of
this section limit the deduction for such con-
tribution to the smaller of $10,000 (850,000
X20%) or $0 ([#50,00050% ]—$26,000). C
is not allowed a carryover from 1970 for any
of the $3,000 cash contribution in that yeer
which is not deductible under section 170
(b) (1) (B) and paragraph (¢) of this section.

Ezample (15). (a) D, an individual, re-
ports his Income on the calendar-year basis
and for 1970 has a contribution base of
$100,000. During 1970 he makes a charitable
contribution to a church of 30-percent capl-
tal gain property with a fair market value of
$40,000 and an adjusted basis of $21,000. In
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addition, he contributes $23,000 cash in 1970
to a private foundation not described in
section 170(b) (1) (E). For 1870, D elects
under paragraph (d)(2) of this section to
have section 170(e) (1) (B) and § 1.170A-4(a)
apply to his contribution of property to the
church. Aceordingly, for 1970 D's contribu-
tion of property to the church is reduced
from $40,000 to $30,500, the reduction of
89,500 being 50 percent of the gain of $19,000
(40,000 —$21,000) which would have been
recognized as long-term capital gain if the
property had been sold by D at its fair
market value at the time of its contribution
to the church. Under section 170(b) (1) (A)
and paragraph (b) of this section, D Is al-
lowed @ charitable contributions deduction
for 1970 of $30,5600 for the property con-
tributed to the church. In addition, under
section 170(Db) (1) (B) and paragraph (c) of
this section D is allowed a deduction of
410,500 for the cash contributed to the pri-
vate foundation, since such contribution of
£23,000 is allowed to the extent of the lesser
of $20,000 (20% of $100,000) or $19,500
(1$100,000 X 50% | —$30,500) . D s not allowed
a carryover to 1971 or to any other taxable
vear for any of the $3,500 ($23,000—819,500)
of cash not deductible under section 170
(by (1) (B) and paragraph (c) of this section.

(b) If D had not made the election under
paragraph. (d) (2) of this section for 1970,
nis deduction for 1970 under section 170(a)
for the $40,000 contribution of property to
the church would have been limited by sec-
tion 170(b) (1) (D) (i) and paragraph (d) of
this section to $30,000 (30% of $100,000),
and under section 170(b) (1) (D) (ii) and
paragraph (c¢) of § 1.170A-10 he would have
been allowed a carryover to 1971 of $10,000
(840,000—$30,000) for his contribution of
such property. In addition, he would have
been allowed under section 170(bh) (1) (B)
(11) and paragraph (¢) of this section for
1070 & charitable contributions deduction of
$10,000 ([$100,000%50% | —£40,000) for the
cash contributed to the private foundation.
In such case, D would not have been allowed
a carryover to 1971 or to any other taxable
year for any of the 813,000 ($23,000 —810,000)
of cash not deductible under section 170(b)
(1) (B) and paragraph (e¢) of this section.

(z) Effective date. This section ap-
plies only to contributions paid in tax-
able years beginning after December 31,
1969.

§1.170A-9 Definition of section 170
(b) (1) (A) organization. [Reserved]

§1.170A-10 Charitable contributions
carryovers of individuals.

(a) In general. (1) Section 170(d) (1),
relating to earryover of charitable contri-
butions in excess of 50 percent of contri-
bution base, and section 170(b) (1)
(D) (i), relating to carryover of chari-
table contributions in excess of 30 per-
cent of contribution base, provide for
excess charitable contributions carry-
overs by individuals of charitable con-
tributions to seetion 170(b) (1) (A) or-
ganizations described in § 1.170A-9.
These carryovers shall be determined as
provided in paragraphs (b) and (c) of
this section. No excess charitable con-
tr_zbutions carryover shall be allowed
with respect to contributions “for the use
of,” rather than “to,” section 170(b) (1)
(A) organizations or with respect to con-
mbgtions “to” or “for the use of” or-
ganizations which are not section 170(b)
(1) (A) organizations. See § 1.170A-8(a)
(2] for definitions of “to” or “for the use
of” a charitable organization.
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(2) The carryover provisions apply
with respect to contributions made dur-
ing a taxable year in excess of the appli-
cable percentage limitation even though
the taxpayer elects under section 144 to
take the standard deduction in that year
instead of itemizing the deduction allow-
able in computing taxable income for
that year.

(3) For provisions requiring a reduc-
tion of the excess charitable contribution
computed under paragraph (b)(1) or
() (1) of this section when there is a
net operating loss carryover to the tax-
able year, see paragraph (d) (1) of this
section.

(4) The provisinos of section 170(b)
(1) (D) (if) and (d) (1) and this section
do not apply to contributions by an
estate; nor do they apply to a trust un-
less the trust is a private foundation
which, pursuant to §1.642(c)-4, is
allowed a deduction under section 170
subject to the provisions applicable to
individuals.

(b) b50-percent charitable coniribu-
tions carryover of individuals—(1)
Computation of excess of charitable
contributions made in a contribution
year. Under section 170¢(d) (1), subject to
certain conditions and limitations, the
excess of —

(i) The amount of the charitable con-
tributions made by an individual in a
taxable year (hereinafter in this para-
graph referred to as the “contribution
year”) to section 170(b) (1) (A) organi-
zations described in § 1.170A-9, over

(ii) 50 percent of his contribution
base, as defined in section 170(b) (1) (F),
for such contribution year,

shall be treated as a charitable contribu-
tion paid by him to a section 170(b) (1)
(A) organization in each of the 5 taxable
years immediately succeeding the con-
tribution year in order of time. However,
such excess to the extent it consists of
contributions of 30-percent capital gain
property, as defined in § 1.170A-8 (d) (3),
shall be subject to the rules of section
170(b) (1) (D) (ii) and paragraph (¢) of
this section in the years to which it is
carried over. A charitable contribution
made in a taxable year beginning before
January 1, 1970, to a section 170(b) (1)
(A) organization and carried over to a
taxable year beginning after Decem-
ber 31, 1969, under section 170(b) (5) (be-
fore its amendment by the Tax Reform
Act of 1969) shall be treated in such tax-
able year beginning after December 31,
1969, as a charitable contribution of cash
subject to the limitations of this para-
graph, whether or not such carryover
consists of contributions of 30-percent
capital gain property or of ordinary in-
come property described in § 1.170A-4(b)
(1). For purposes of applying this para-
graph and paragraph (¢) of this section,
such a carryover from a taxable year
beginning before January 1, 1970, which
is so treated as paid to a section 170(b)
(1) (A) organization in a taxable year
beginning after December 31, 1969, shall
be treated as paild to such an organiza-
tion under section 170(d) (1) and this
section. The provisions of this subpara-
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graph may be illustrated by the follow=-
ing examples:

E ple (1). A 1e that H and W (hus-
band and wife) have a contribution base
for 1970 of $50,000 and for 1971 of $40.,000
and file a joint return for each year. Assume
further that in 1970 they make a charitable
contribution in cash of $26,500 to a church
and $1,000 to X (not a section 170(b) (1) (A)
organization) and in 1971 they make a
charitable contribution in cash of $19,000
to a church and $600 to X. They may claim
a charitable contributions deduction of
$25,000 in 1970, and the excess of $26,500
(contribution to the church) over $25,000
(50 percent of contribution base), or $1,500,
constitutes a charitable contributions carry-
over which shall be treated as a charitable
contribution paid by them to a section 170
(b) (1) (A) organization in each of the &
succeeding taxable years In order of time.
No carryover is allowed with respect to the
$1,000 contribution made to X in 1970. Since
50 percent of their contribution base for
1971 ($20,000) exceeds the charitable con-
tributions of $19,000 made by them in 1871
to section 170(b) (1) (A) organizations (com-
puted without regard to section 170 (b) (1)
(D) (1) and (d)(1) and this section), the
portion of the 1970 carryover equal to such
excess of $1,000 ($20,000 minus $19,000) is
treated, pursuant to the provisions of sub-
paragraph (2) of this paragraph, as paid
to a section 170(b) (1) (A) organization in
1971; the remaining 8500 constitutes an
unused charitable contributions carryover.
No deduction for 1971, and no carryover, are
allowed with respect to the $600 contribu-
tion made to X in 1971

Ezample (2). Assume the same facts as in
example (1) except that H and W have a
contribution base for 1971 of $42,000. Since
50 percent of their contribution base for
1971 ($21,000) exceeds by $2,000 the chari-
table contribution of $19,000 made by them
in 1971 to the section 170(b) (1) (A) organi-
zation (computed without regard to section
170 (b) (1) (D) (i1) and (d) (1) and this sec-
tion), the full amount of the 1970 carry-
over of $1,500 is treated, pursuant to the
provisions of subparagraph (2) of this para-
graph, as pald to a section 170(b) (1) (A)
organization in 1971. They may also claim
a charitable contribution of $500 ($21,000
—$20,500($19,000+$1,500]) with respect to
the gift to X in 1971. No carryover is al-
lowed with respect to the $100 (8600 —$500)
of the contribution to X which is not de-
ductible in 1971,

(2) Determination of amount treated
as paid in taTable years succeeding con-
tribution year. In applying the provisions
of subparagraph (1) of this paragraph,
the amount of the excess computed in
accordance with the provisions of such
subparagraph and paragraph (d) (1) of
this seetion which is to be treated as paid
in any one of the 5 taxable years imme-
diately succeeding the contribution year
to a section 170(b) (1) (A) organization
shall not exceed the lesser of the
amounts computed under subdivisions
() to (i), inclusive, of this
subparagraph:

(1) The amount by which 50 percent of
the taxpayer’s contribution base for such
stf;cceedxng taxable year exceeds the sum
0 —_—

(a) The charitable contributions ac-
tually made (computed without regard
to the provisions of section 170 (b) (1)
(D) (ii) and (d)(1) and this section)
by the taxpayer in such succeeding
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taxable year to section 170(b) (1) (A)
organizations, and

(b) The charitable contributions,
other than contributions of 30-percent
capital gain property, made to section
170(b) (1) (A) organizations in taxable
yvears preceding the contribution year
which, pursuant to the provisions of sec-
tion 170(d) (1) and this section, are
treated as having been paid to a section
170(b) (1) (A) organization in such suc-
ceeding year. 2

(ii) In the case of the first taxable
year succeeding the contribution year,
the amount of the excess charitable con-
tribution in the contribution year, com-
puted under subparagraph (1) of this
paragraph and paragraph (d) (1) of this
section.

(iii) In the case of the second, third,
fourth, and fifth taxable years succeed-
ing the contribution year, the portion of
the excess charitable contribution in the
contribution year, computed under sub-
paragraph (1) of this paragraph and
paragraph (d) (1) of this section, which
has not been treated as paid to a sec-
tion 170(b) (1) (A) organization in a year
intervening between the contribution
year and such succeeding taxable year.

For purposes of applying subdivision
(i) (@) of this subparagraph, the amount
of charitable contributions of 30-percent
capital gain property actually made in
a taxable year succeeding the contribu-
tion year shall be determined by first
applying the 30-percent limitation of
section 170(b) (1) (D) (i) and paragraph
(d) of §1.170A-8. If a taxpayer, in any
one of the 4 taxable years succeeding a
contribution year, elects under section
144 to take *he standard deduction in-
stead of itemizing the deductions allow-
able in computing taxable income, there
shall be treated as paid (but not allow-
able as a deduction) in such standard
deduction year the lesser of the amounts
determined under subdivisions (i) to
(iii) , inclusive, of this subparagraph. The
provisions of this subparagraph may be
illustrated by the following examples:

Ezample (1). Assume that B has a contrl-
bution base for 1970 of $20,000 and for 1971
of $30,000. Assume further that in 1970 B
contributed $12,000 in cash to a church and
in 1971 he contributed $13,600 in cash to the
church. B may claim a charitable contribu-
tions deduction of $10,000 in 1970, and the
excess of $12,000 (contribution to the
church) over $10,000 (50 percent of B's con-
tribution base), or $2,000, constitutes a chari~
table contributions carryover which shall be
treated as a charitable contribution paid by
B to a section 170(b) (1) (A) organization in
the 5 taxable years succeeding 1970 in order
of time. B may claim a charitable contribu=~
tions deduction of $15,000 in 1971, Such
$15,000 consists of the $13,500 contribution
to the church in 1971 and $1,600 carried over
from 1970 and treated as a charitable contri«
bution pald to a section 170(b) (1) (A) orga-
nization in 1871. The $1,600 contribution
treated as pald in 1971 is computed as
follows:

1970 excess contributions. . cceoo.- $2, 000

50 percent of B's contribution base

10r 10Tl e ccmmmcamm e - 15, 000
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Less:

Contributions actually
made in 1871 to sec-
tion 170(b) (1) (A) or-
ganizations

Contributions made to
section $170(b) (1) (A)
organizations in tax-
able years prior to
1970 treated as having
been paid in 1971..... 0

Balance

Amount of 1970 excess treated as
paid in 1071—the lesser of $2,000
(1970 excess contributions) or
$1,500 (excess of 50 percent of con-
tribution base for 1971 ($15,000)
over the sum of the section 170(b)

(1) (A) contributions actually
made in 1971 ($13,500) and the
section 170(b) (1) (A) contribu-

tions made in years prior to 1970
treated as having been paid in
&y g B § D)) PR S SR R A SRR O

If the excess contributions made by B in
1970 had been $1,000 instead of $2,000, then,
for purposes of this example, the amount of
the 1970 excess treated as paid in 1971 would
be $1,000 rather than $1,500.

Ezample (2). Assume the same facts as In
example (1), and, in addition, that B has
a contribution base for 1972 of $10,000 and
for 1973 of $20,000. Assume further with

respect to 1972 that B elects under section
144 to take the standard deduction In com.
puting taxable income and that his actug)
contributions to section 170(b)(1)(A) oy
ganizations In that year are $300 in cash
Assume further with respect to 1873 that
ftemizes his deductions, which include ,
$5,000 cash contribution to a church. Bs
deductions for 1972 are not increased by
reason of the $500 avallable as a charl
contributions carryover from 1970 (e: 3
contributions made in 1970 (82,000) less
the amount of such excess treated as paid
in 1971 ($1,500)), since B elected to take
the standard deduction in 1972. However, for
purposes of determining the amount of the
excess charitable contributions made in 197
which Is available as a carryover to 1973
B is required to treat such $500 as a char.
itable contribution paid in 1972—the lesser
of $500 or $4,700 (50 percent of contribution
base (85,000) over contributions actually
made in 1972 to section 170(b) (1) (A) orga-
nizations ($300)). Therefore, even though
the $5,000 contribution made by B in 1973
to a church does not amount to 50 percent
of B's contribution base for 1873 (50 per.
cent of $20,000), B may claim a charitabje
contributions deduction of only the $5000
actually paid in 1973 since the entire excess
charitable contribution made in 1970
($2,000) has been treated as paid in 197]
($1,600) and 1972 (8500).

Ezample (3). Assume the following factual
situation for C who itemizes his deductions
in computing taxable income for each of
the years set forth in the example:

107C 197 1972 1073 1074
Contribution Dase. - .« oo eaae $10,000  $7,000 $15,000 $10,000 0,00
Contributions of cash to section 170(b)(1){A) organizatlons (no :
other contribUONS). v o an s cnsandom s ee et i m e e e e 6,000 4,400 8, 000 3, 000 1, 50
Allowablo charitable contributions deductions computed without
regard to carryover of contributions. ... oo 5, 000 38, 500 7, 500 3,000 1,50
Excess eontributions for taxable year to be treated as paid in 5 R
sucoeeding 1axable Years - oo on e e 1, 000 200 500 0 0
Since C's contributions in 19738 and 1974 to 1074
section 170(b) (1) (A) organizations are less
than 50 percent of his contribution base Yooam Amioant . Available
for such years, the excess contributions for  Contribution Total treated as  charitablo
1970, 1971, and 1972 are treated as having year excess  paid in year contributions
been pald to section 170(b) (1) (A) organi- prior to 1974  carryovers
zations in 1973 and 1974 as follows: e
1073 Lot 9l 0 0
500 100 $400
0 0 0
Less: Amount  Avaflable -
Contribution  Total treated as TN N A 7 Ul LB LU A e 40
year excess  pald in year contributions =
prior to 1973  carryovers
50 percent of B's contribution base .
{8 Uy (N P e ST T F A TT $4, 50
. 0 i e "'% 8 "'% Less: Charitable contributions made
k. 50O 0 500 in 1974 to section 170(b) (1) (A)
OTEANIZAIONS m oo 1,500
.............................. 2,400 i
3, 000
50 percent of B's contribution base for =
BOTS e s . 85,000 Amount of excess contributions
Less: Charitable contributions made treated as paid in 1974—the lesser
in 1973 to section 170(b)(1) (A) of $400 (available carryovers to
organiZzations ae-ecemcccaccccaaaa 3,000 1974) or $3,000 (excess of 50 per-
= cent of contribution base ($4,600)
2. 000 over contributions actually made in
L I 1974 to section 170(b) (1) (A) or- :
ganizations ($1,600))cccmcemanm==~ 400
Amount of excess contributions —_—
treated as pald in 1973—lesser of (¢c) 30-percent charitable contributions
$3400 {avallabis carryovers 1o 1U79) carryover of individuals—(1) Compuld-
or $2,000 (excess of 50 percent of g ibutions
contribution base ($5,000) over con- tion of excess of charitable contribuiio
tributions actually made in 1978 to made in a contribution year. Under Sec-
section 170(b) (1) (A) organizations tion 170(b) (1) (D) (ii), subject to certain
(83,000 )y e e s S e il 2,000 conditions and limitations, the exces

of—
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(i) The amount of the charitable con-
tributions of 30-percent capital gain
property, as defined in § 1.170A-8(d) (3),
made by an individual in a taxable year
(hereinafter in this paragraph referred
to as the “‘contribution year”) to section
170(b) (1) (A) organizations described inx
¢ 1.170A-9, over

(ii) 30 percent of kLis contribution
hase for such contribution year,

shall, subject to section 170(b) (1) (A) and
paragraph (b) of § 1.170A-8, be treated
as a charitable contribution of 30-
percent capital gain property paid by
him to a section 170(b) (1) (A) organiza-
tion in each of the 5 taxable years im-
mediately succeeding the contribution
year in order of time. In addition, any
charitable contribution of 30-percent
capital gain property which is carried
over to such years under section 170(d)
(1) and paragraph (b) of this section
shall also be treated as though it were a
carryover of 30-percent capital gain
property under section 170(b) (1) (D) (ii)
and this paragraph. The provisions of
this subparagraph may be illustrated by
the following examples:

Example (1), Assume that H and W (hus-
band and wife) have a contribution base for
1970 of $50,000 and for 1971 of $40,000 and
file a joint return for each year. Assume fur-
ther that in 1970 they contribute $£20,000
cash and $13,000 of 30-percent capital gain
property to & church, and that in 1971 they
contribute 5,000 cash and $10,000 of 30-per-
cent capital gain property to a church. They
may claim a charitable contributions deduc-
tion of $25,000 in 1970 and the excess of
833,000 (contributed to the church) over
825,000 (50 percent of contribution base),
or £8,000, constitutes a charitable contribu-
tions carryover which shall be treated as a
charttable contribution of 30-percent capital
gain property pald by them to a section 170
(b)(1) (A) organization in each of the 5
succeeding taxable years in order of time.
Since 30 percent of their contribution base
for 1971 ($12,000) exceeds the charitable con-
tributions of 30-percent capital gain property
($10,000) made by them in 1971 te section
170(b) (1) (A) organizations (computed with-
out regard to section 170 (b) (1) (D) (1) and
(d) (1) and this section), the portion of the
1970 carryover equal to such excess of $£2,000
($12,000—-810,000) is treated, pursuant to
the provisions of subparagraph (2) of this
paragraph, as paid to a section 170(b) (1) (A)
O'f.,n')l/ntion in 1971; the remaining $6,000
itutes an unused charitable contribu-
15 carryover in respect of 30-percent capi-
tal gain property from 1970,

Ezample (2). Assume the same facts as in
example (1) except the $33,000 of charitable

Atributions in 1870 are all 30-percent capi-
property. Since their charitable con-
lons in 1870 exceed 30 percent of their
contribution base (815,000) by $18,000
(333,000—~$15,000), they may claim a chari~
teble contributions deduction of $15,000 in
1970, and the excess of $33,000 over $15,000,
or $18,000, constitutes a charitable contribu~-
ions carryover which shall be treated as a
itable contribution of 30-peroent capital
1 property paid by them 'to a section
() (1) (A) organization in each of the
ucceeding taxable years in order of time.
ce they are allowed to treat only $2,000
their 1970 contribution as pald in 1971,
they have a remaining unused charitable
contributions carryover of $16,000 in respect
0l 30-percent: capltal gain property from 1970.

RULES AND REGULATIONS

(2) Delermination of amount treated
as paid in tarable years succeeding con-
tribution year. In applying the provisions
of subparagraph (1) of this paragraph,
the amount of the excess computed in
accordance with the provisions of such
subparagraph and paragraph (d) (1) of
this section which is to be treated as
paid in any one of the 5 taxable years
immediately succeeding the contribution
year to a section 170(b) (1) (A) organi-
zation shall not exceed the least of
the amounts computed under subdivi-
sions () to (iv), inclusive of this
subparagraph:

(i) The amount by which 30 percent
of the taxpayer’s contribution base for
such succeeding taxable year exceeds the
sum of—

(a) The charitable contributions of
30-percent capital gain property ac-
tually made (computed without regard
to the provisions of section 170 (b) (1)
(D) (i1) and (d) (1) and this section) by
the taxpayer in such succeeding taxable
year to section 170(b) (1) (A) organiza-
tions, and

(b) The charitable contributions of
30-percent capital gain property made
to section 170(b) (1) (A) organizations in
taxable years preceding the contribution
year, which, pursuant to the provisions
of section 170 (b) (1) (D) (ii) and (d) (1)
and this section, are treated as having
been paid to a section 170(b) (1) (A) or-
ganization in such succeeding year,

(ii) The amount by which 50 percent
of the taxpayer's contribution base for
such succeeding taxable year exceeds the
sum of—

(a) The charitable contributions act-
ually made (computed without regard to
the provisions of section 170(b) (1) (D)
(ii) and (d) (1) .of this section) by the
taxpayer in such succeeding taxable
year to section 170(b) (1) (A) organiza-
tions,

(b) The charitable contributions of
30-percent capital gain property made
to section 170(b) (1) (A) organizations in
taxable years preceding the contribution
year which, pursuant to the provisions
of section 170(b) (1) (D) (ii) and (d) (1)
and this section, are treated as having
been paid to a section 170(b) (1) (A) or-
ganization in such succeeding year, and

20789

(¢) The charitable contributions,
other than contributions of 30-percent
capital gain property, made to section
170(b) (1) (A) organizations which, pur-
suant to the provisions of section 170
(d) (1) and paragraph (b) of this section,
are treated as having been paid to a
section 170(b) (1)(A) organization in
such succeeding year.

(iii) In the case of the first taxable
yvear succeeding the contribution year,
the amount of the excess charitable con-
tribution of 30-percent capital gain prop-
erty in the contribution year, computed
under subparagraph (1) of this para-
graph and paragraph (d)(1) of this
section.

(iv) In the case of the second, third,
fourth, and fifth succeeding taxable
yvears succeeding the contribution year,
the portion of the excess charitable con-
tribution of 30-percent capital gain
property in the contribution year (com-
puted under subparagraph (1) of this
paragraph and paragraph (d) (1) of this
section) which has not been treated as
paid to a section 170(b) (1) (A) organi-
zation in a year intervening between the
contribution year and such succeeding
taxable year.

For purposes of applying subdivisions
(i) and (i) of this subparagraph, the
amount of charitable contributions of
30-percent capital gain property actually
made in a taxable year succeeding the
contribution year shall be determined
by first applying the 30-percent limita-
tion of section 170(b) (1) (D) (i) and par-
agraph (d) of § 1.170A-8. If a taxpayer,
in any one of the four taxable years
succeeding a conftribution year, elects
under section 144 to take the standard
deduction instead of itemizing the de-
ductions allowable in computing taxable
income, there shall be treated as paid
(but not allowable as a deduction) in the
standard deduction year the least of the
amounts determined under subdivisions
(1) to (iv), inclusive, of this subpara-
graph. The provisions of this subpara-
graph may be illustrated by the follow-
ing example:

Example. Assume the following factual
situation for C who itemizes his deductions
in computing taxable income for each of the
years set forth in the example:

1970 o 1972 1973 1974

O OETTRLION TIRE0 & s oot o et e s i e e i B B o orn $10,000 815,000 $20,000 $15,000  $33,000
Contributions of cash to sectlon 170(b)(1)(A) organizatlons... ... 2,000 8, 500 0 14,000 700
Contributions of 30-percent capital gain property to section 170
)A)CA) organtzations . oo i 5, 000 0 7,800 0 6,400
Allowable charltable contributions deductions (computed with- :
o}:t regard to carryover of contributions) subject to limitations
o
L s ZAE O S N ST s e AL O 7, 500 0 7,500 700
30 percent . __ . ) 8, 000 o 6, 000 0 6, 400
O e e e N e T T S R ey 5, 000 7,500 . 6,000 7,500 7,100
Excess of contributions for taxable year to be treated as paid In
R rnries st it immsiiie f seopeety odbiee Binc -perosct
Jarryover of contribations of property other than
capital galn Property . e v v oo ameemeam e e e 0 1, 000 0 8, 500
Carryover of contributions of 30-percent capital gain proporty. 2,000 0 1,800 0 0
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Total excess

Tess:
Avallable charitable

Contribution year
50%

contributions carryovers

30%

50% 30%

'rvim amount of exeess contributions for 1070 of 30-percent capital gain property which

B ireated as paid in 1974 is the least of—

Jted under item (1) above as paid in 1974 (36,500)

organizations ($6,400)

Amonnt troaled T R e e e e et s il e ek a s e s ety

1 as paid in 1974 is the least of

contriby
(§8,500)

i) Available carryover from 1970 to 1974 of contributions of 30-percent capital
& T 05 ) e S S S i S L SO I S Se S e )
N ' v‘ ‘r‘lmy of 50 percent of contribution base for 1974 ($16,500) over sum of coniri-
utions actually made in 1974 to section 170(b) (1) (A) organizations ($7,100) and ex-
~oze contributions for 1973 of property other than 30-percent capital gain property

") Available carryover from 1972 to 1074 of contributions of 30-percent capital
galn DO RN o o i it it i e 5 s e e P b o e R s e S e IR = 9 0 -
e’ ces\-z) of 50 percent of contribution base for 1974 ($16,500) over sum of contri-
actually made in 1974 to section 170(b)(1)(A) organizations $7,100) and
utions for 1973 and 1970 treated under items (1) and (2) above as paid

(§8,
i) Excess of 30 percent of contribution base for 1974 ($9,000) over smn of contri-

i) Bxcess of 30 percent of contribution base for 1974 (30,000) over contributions
of 30-percent capital gain property actually made in 1974 to section 170(b) (1) (A)
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ing loss carryover to 1971 from =zero to
$25,000.

Ezample (2). Assume the same facts as In
example (1), except that B's total charitable
contributions of $30,000 in cash made dur-
ing 1970 consisted of $25,000 to section 170
(b) (1) (A) organizations and $5,000 to or-
ganizations other than section 170(b) (1) (A)
oragnizations. Under these facts there is a
tentative excess charitable contribution of
$25,000, rather than $30,000 as in example
(1). For purposes of determining the net op-
erating loss which remains to be carried over
o0 1971, B computes his taxable income for
1970 under section 172(b) (2) by deducting
the $25,000 of charitable contributions made
to section 170(b) (1) (A) organizations, Since

The amount of excess contributions for 1972 of 30-percent capital gain property whie

butions of 30-percent capital gain property actually made in 1974 to section 170(b)

(1)(A) organizations ($6,400) and excess contributions for 1970 of 30-percent capital
galn property treated under item (2) above as paid in 1974 ($2,000)

Aniount freated A pRIA s o e e e e o 900

(d) Adjustments—(1) Effect of mnet
operating l0S§ carryovers on carryover of
excess contributions. An individual hav-
ing a net operating loss carryover from
a prior taxable year which is available
as a deduction in a contribufion year
must apply the special rule of section
170(d) (1) (B) and this subparagraph in
computing the excess described in para-
graph (b) (1) or (e)(1) of this section
for such contribution year. In determin-
ing the amount of excess charitable con-
tributions that shall be treated as paid
in each of the 5 taxable years succeed-
ing the confribution year, the excess
charitable contributions described in
paragraph (b) (1) or (e¢) (1) of this sec-
tion must be reduced by the amount by
which such excess reduces taxable in-
come (for purposes of determining the
portion of a net operating loss which
shall be carried to taxable years suc-
ceeding the contribution year under the
second sentence of section 172(b) (2))
and increases the net operating loss
which is carried to a succeeding taxable
yvear. In reducing taxable income under
the second sentence of section 172(b) (2),
an individual who has made charitable
contributions in the contribution year to
both section 170(b) (1) (A) organiza-
tions, as defined in § 1.170A-9, and to
organizations which are not section
170(b) (1) (A) organizations must first
deduct contributions made to the section
170(b) (1) (A) organizations from his ad-
Justed gross income computed without
rezard to his net operating loss deduc-
ton before any of the contributions
made to organizations which are not sec-
tion 170(b) (1) (A) organizations may be
deducted from such adjusted gross in-
come. Thus, if the excess of the confri-
butions made in the contribution year to
section 170(b) (1) (A) organizations over
the amount deductible in such contribu-
lion year is utilized to reduce taxable
“.lcome (under the provisions of section
_l't2'b'v (2)) for such year, thereby serv-
g to Increase the amount of the net
Operating loss carryover to a succeeding

year or years, no part of the excess
charitable contributions made in such
contribution year shall be treated as paid
in any of the 5 immediately succeeding
taxable years. If only a portion of the
excess charitable contributions is so used,
the excess charitable contributions shall
be reduced only to that extent. The pro-
visions of this subparagraph may be
illustrated by the following examples:

Exzample (1). B, an individual, reports his
income on the calendar year basis and for
the year 1970 has adjusted gross income
(computed without regard to any net operat-
ing loss deduction) of $50,000. During 1970
he made charitable contributions of cash
in the amount of $30,000 all of which were
to section 170(b) (1) (A) organizations. B has
& net operating loss carryover from 1969 of
$50,000. In the absence of the net operating
loss deduction B would have been allowed &
deduction for charitable contributions of
$25,000. After the application of the net op-
erating loss deduction, B is allowed no deduc-
tion for charitable contributions, and there
is (before applying the special rule of sec-
tion 170(d) (1) (B) and this subparagraph)
a tentative excess charitable contribution of
$30,000. For purposes of determining the net
operating loss which remains to be carried
over to 1971, B computes his taxable income
for 1870 under section 172(b) (2) by deduct-
ing the $25,000 charitable contribution. After
the $50,000 net operating loss carryover is
applied against the $25,000 of taxable income
for 1970 (computed in accordance with sec-
tion 172(b)(2), assuming no deductions
other than the charitable contributions de-
duction are applicable in making such com-
putation), there remains a $25,000 net op-
erating loss carryover to 1971. Since the ap-
plication of the net operating loss carryover
of #50,000 from 1969 reduces the 1970 ad-
Jjusted gross income (for purposes of deter-
mining 1970 tax liability) to zero, no part of
the $25,000 of charitable contributions in
that year is deductible under section 170(b)
(1). However, in determining the amount of
the excess charitable contributions which
shall be treated as pald in taxable years
1971, 1972, 1973, 1974, and 1975, the $30,000
must be reduced to $5,000 by the portion of
the excess charitable contributions ($25,000)
which was used to reduce taxable income for
1970 (as computed for purposes of the second
sentence of section 172(b)(2)) and which

thereby served to increase the net operat-

the charitable contribution of $25,000
determined in accordance with paragraph
(b) (1) of this section was used to reduce
taxable income for 1970 (as computed for
purposes of the second sentence of section
172(b) (2)) and thereby served to increase
the net operating loss carryover to 1971 from
zero to $25,000, no part of such excess char-
itable contributions made in the contribu-
tion year shall be treated as paid in any of
the five immediately succeeding taxable
years. No carryover is allowed with respect to
the 85,000 of charitable contributions made
in 1970 to organizations other than section
170(b) (1) (A) organizations.

Ezample (3). Assume the same facts as in
example (1), except that B's total contribu-
tions of $30,000 made during 1970 were of 30~
percent capital gain property. Under these
facts there is a tentative excess charitable
contribution of $30,000. For purposes of de-
termining the net operating loss which re-
mains to be carried over to 1971, B computes
his taxable income for 1970 under section
172(b) (2) (B) by deducting the $15,000 (30%
of $50,000) contribution of 30-percent capi-
tal gain property which would have been de-
ductible in 1970 absent the net operating loss
deduction. Since $15,000 of the excess chari-
table contribution of $30,000 determined in
accordance with paragraph (c)(1) of this
section was used to reduce taxable income for
1970 (as computed for purposes of the second
sentence of section 172(b) (2)) and thereby
served to increase the net operating loss
carryover to 1971 from zero to $15,000, only
$15,000 (#30,000—815,000) of such excess
shall be treated as pald In taxable years 1971,
1972, 1973, 1974, and 1975.

(2) Effect of nct operating loss carry-
back to contribution year. The amount of
the excess contribution for a contribution
year computed as provided in paragraph
(b) (1) or (¢)(1) of this section and
subparagraph (1) of this paragraph shall
not be increased because a net operating
loss carryback is available as a deduc-
tion in the contribution year. Thus, for
example, assuming that in 1970 there is
an excess confribution of $50,000 (deter-
mined as provided in paragraph (b) (1)
of this section) which is to be carried to
the 5 succeeding taxable years and that
in 1973 the taxpayer has a net operating
loss which may be carried back to 1970,
the excess contribution of $50,000 for
1970 is not increased by reason of the
fact that the adjusted gross income for
1970 (on which such excess contribution
was based) is subsequently decreased by
the carryback of the net operating loss
from 1973. In addition, in determining
under the provisions of section 172(b) (2)
the amount of the net operating loss for
any year subsequent to the contribution
year which is a carryback or carryover to
taxable years succeeding the contribu-
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tion year, the amount of contributions
made to section 170(b) (1) (A) organiza-
tions shall be limited to the amount of
such contributions which did not exceed
50 percent or, in the case of 30-percent
capital gain property, 30 percent of the
donor’s contribution base, computed
without regard to any of the modifica-
tions referred to in ‘section 172(d), for
the contribution year. Thus, for example,
assume that the taxpayer has a net op-
erating loss in 1973 which is carried back
to 1970 and in turn to 1971 and that he
has made charitable contributions in
1970 to section 170(b) (1) (A) organiza-
tions, In determining the maximum
amount of such charitable contributions
which may be deducted in 1970 for pur-
poses of determining the taxable income
for 1970 which is deducted under sec-
tion 172(b) (2) from the 1973 loss in order
to ascertain the amount of such loss
which is carried back to 1971, the 50-per-
cent limitation of section 170(b) (1) (A)
is based upon the adjusted gross income
for 1970 computed without taking into
account the net operating loss carryback
from 1973 and without making any of
the modifications specified in section 172
@.

(3) Effect of net operating loss carry-
back ito taxable wyears succeeding the
contribution year. The amount of the
charitable contribution from a preceding
taxable year which is treated as paid,
as provided in paragraph (b)(2) or
(¢) (2) of this section, in a current tax-
able year (hereinafter referred to in
this subparagraph as the “deduction
year”) shall not be reduced because a
net operating loss carryback is avail-
able as a deduction in the deduction
yvear. In addition, in determining under
the provisions of section 172(b)(2) the
amount of the net operating loss for any
taxable year subseguent to the deduc-
tion year which is a carryback or carry-
over to taxable years succeeding the
deduction year, the amount of contribu-
tions made to section 170(b) (1) (A) or-
ganizations in the deduction year shall
be limited to the amount of such con-
tributions, which were actually made in
such year and those which were treated
as paid in such year, which did not ex-
ceed 50 percent or, in the case of 30-
percent, capital gain property, 30 percent
of the donor’s contribution base, com-
puted without regard to any of the
modifications referred to in section
172(d), for the deduction year.

(4) Husband and wife filing joint
returns—1) Change from joint return
to separate returns. If a husband and
wife—

(@) Make a joint return for a contri-
bution year and compute an excess
charitable contribution for such year in
accordance with the provisions of para-
graph (b) (1) or (e) (1) of this section
and subparagraph (1) of this
paragraph, and
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(b) Make separate returns for one or
more-of the 5 taxable years immediately
succeeding such eontribution “year,

any excess charitable contribution for
the contribution year which is unused at
the beginning of the first such taxable
year for which separate returns are
filed shall be allocated between the hus-
band and wife. For purposes of the al-
location, a computation shall be made
of the amount of any excess charitable
contribution which each spouse would
have computed in accordance with
paragraph (b) (1) or (¢) (1) of this sec-
tion and subparagraph (1) of this para-
graph if separate returns (rather than a
joint return) had been filed for the con-
tribution year. The portion of the total
unused excess charitable contribution
for the contribution year allocated to
each spouse shall be an amount which
bears the same ratio to such unused ex-
cess charitable contribution as such
spouse’s excess contribution, based on
the separate return computation, bears
to the total exeess contributions of both
spouses, based on the separate retumn
computation. To the extent that a por-
tion of the amount allocated to either
spouse in accordance with the foregoing
provisions of this subdivision is not
treated in accordance with the provi-
sions of paragraph (b)(2) or (¢)(2) of
this section as a charitable contribution
paid to a section 170(b) (1) (A) organi-
zation in the taxable year in 'which a
separate return or separate returns are
filed, each spouse shall for purposes of
paragraph (b) (2) or (c¢) ) of this sec-
tion treat his respective unused portion
as the available charitable contributions
carryover to the next succeeding taxable
yvear in which the joint excess char-
itable contribution may be treated as
paid in accordance with paragraph
(b) (1) or (¢) (1) of this section. If such
husband and wife make & joint return
in one of the 5 taxable years immedi-
ately succeeding the contribution year
with respect to which a joint execess
charitable contribution is computed and
following such first taxable year for
which such husband and wife filed a

separate return, the amounts allocateq
to each spouse in accordance with this
subdivision for such first year reduced
by the portion of such amounts treateq
as paid to a section 170(b) (1) (A) or-
ganization in such first year and in any
taxable year ‘intervening between such
first year and the succeeding taxable
year in which the joint return is fileq
shall be aggregated for purposes of de-
termining the amount of the available
charitable contributions ecarryover to
such suecceeding taxable year. The pro-
visions of this subdivision may bne
illustrated by the following example:
Ezample. (a) H and W file joint returns for
1970, 1971, and 1972, and In 1978 they file
separate returns. Ineach such year H and W
ftemize their deductions In computing tax-
able income. Assume the following factual
situation with respect to H and W for 1970:

1970

H w Joint

retum

$50,000 “$40,000 00, (00

Contribution base. _......

Contributions of cash to
section 170(b) (1) (A)
organizations (no other
contributions) .. .......

Altowable charitable
contributions dedne-

28, 000 66, (00

20, 000 45, (00

Excess contributions for
taxable year to be
treated as paid in 5
suceceding taxable

o SRS S g AL TR 12; 000 8§, 000 20,000

(b) The joint excess charitable contribu-
tion of $20,000.1s to be treated as having been
pald to a section 170(b) (1) (A) organization
in the 5 succeeding taxable years. Assume
that in 1971 the porfion of such excess
treated as paid by H and W 15 $3,000, and that
in 1972 the portion of such excess treated as
paid is '$7,000, Thus, the unused portion of
the excess charitable contribution made In
the contribution year Iis $10,000 (820,000
less $3,000 [amount treated as paid in 1971}
and $7,000 [amount treated as paid in 1972]).
Since H and W filé separate returns in 197,
$6,000 of such $10,000 is allocable to H, and
$4,000 is allocable to W. Such allocation Is
computed as follows:

$12,000 (excess charitable contributions made by H (based on separate

return computation) in 1970)

¢ $10,000=$6,000

$20,000 (total excess charitable contributions made by H and W (based on

separate return computation) in 1970)

$8,000 (excess charitable contributions made

return computation) in 1970)

by W (based on separate

$¢$10,000 84,000

$20,000 (total excess charitable contributions made by H and W (based on

separate return computation) in 1970)

(¢) In 1973 H has a contribution base of
of 870,000, and he contributes 814,000 in
cash to a section 170(b) (1) (A) organizaton,
In 1973 W has a contribution base of $50,000,
and she contributes $10,000 in cash to a
section 170(b) (1) (A) organization. Accord-
ingly, H may ¢laim & charitable eontribu-
tions deduction of $20,000 in 1973, and W

may ¢laim a charitable contributions deduc-
tion of $14,000 in 1973. H's $20,000 deduction
consists of the $14,000 contribution made tf’
the section 170(b) (1) (A) organizaiion in
1978 and the $6,000 carried over from 1970
and treated as a charitable contribution paid
by him to 8 section I170(b) (1) (A) organizs-
tion in 1973, W’s $14,000 deduction consists
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of the $10,000 contribution made to a section
170(b) (1) (A) organization in 1873 and the
£4,000 carried over from 1970 and treated as
a charitable contribution paid by her to a
section 170(b) (1) (A) organization in 1973.
(d) The $6,000 contribution treated as pald
in 1973 by H, and the $4,000 contribution
treated as paid in 1978, by W, are computed
as follows:

H w

Avallable charltable contribution
carryover (see computations in
() ) JERESSET S v S R IRl s

50 percent of contribution base._ .

Contributions of cash made in 1973
to gaction 170(b)(1)(A) organiza-
tlons (mo other contributions) .. ..

$4, 000
25, 000
14, 000
21,000

10, 000
15, 000

Amount of excess contribu-
tions treated as pald in
1973:

The lesser of $6,000 (avail-
able carryover of H to
1973) or $21,000 (excess
of 50 percent of contri-
bution base ($35,000)
over contributions actu-
ally made in 1973 to sec-
tion 170(b) (1) (A) orga-
nizations ($14,000)) --- $6, 000

The lesser of $4,000 (avail-
able carryover of W to
1973) or $15,000 (excess
of 50 percent of contri-
bution base ($25,000)
over contributions actu-
ally made in 1973 to sec~
tion 170(b) (1) (&) or-
ganizations ($10,000)) - - _- $4. 000
(e) It is assumed that H and W made
no contributions of 30-percent capital gain
property during these years. If they had made
such contributions, there would have been
similar adjustments based on 30 percent of
the contribution base.

(ii) Change from separate returns to
joint r~turn. If in the case of a husband
and wife—

(a) Either or both of the spouses make
a separate return for a contribution year
and compute an excess charitable con-
tribution for such year in accordance
with the provisions of paragraph (b)
(1) or (e)(1) of this section and sub-
paragraph (1) of this paragraph, and

(b) Such husband and wife make a
joint return for one or more of the tax-
able years succeeding such contribution

year,

: excess charitable contribution of the
hushand and wife for the contribution
vear which is unused at the beginning
of the first taxable year for which a joint
return is filed shall be aggregated for
purposes of determining the portion of
such unused charitable contribution
which shall be treated in accordance
with paragraph (b)(2) or (e)(2) of
this section as a charitable contribution
paid to a section 170(b) (1) (A) organi-
Zation, The provisions of this subdivision
also apply in the case of two single in-
dividuals who are subsequently married
and file a joint return. A remarried tax-
bayer who filed a joint return with a for-
mer spouse in a contribution year with
respect to which an excess charitable
contribution was computed and who in
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any one of the 5 taxable years succeed-
ing such contribution year files a joint
return with his or her present spouse

‘shall treat the unused portion of such

excess charitable contribution allocated
to him or her in accordance with subdi-
vision (i) of this subparagraph in the
same manner as the unused portion of an
excess charitable contribution computed
in a contribution year in which he filed
a separate return, for purposes of de-
termining the amount which in accord-
ance with paragraph (b)(2) or (e)(2)
of this section shall be treated as paid
to an organization specified in section 170
(b) (1) (A) in sych succeeding year.

(iii) Unused excess charitable contri-
bution of deceased spouse. In case of the
death of one spouse, any unused portion
of an excess charitable contribution
which is allocable in accordance with
subdivision (i) of this subparagraph to
such spouse shall not be treated as paid
in the taxable year in which such death
oceurs or in any subsequent taxable year
except on a separate return made for
the deceased spouse by a fiduciary for
the taxable year which ends with the
date of death or on a joint return for the
taxable year in which such death oc-
curs. The application of this subdivision
may be illustrated by the following
example:

Ezample. Assume the same facts as in the
example in subdivision (i) of this subpara-
graph except that H dies in 1972 and W files
a separate return for 1973. W made a joint
return for herself and H for 1972, In that
example, the unused excess charitable con-
tribution as of January 1, 1973, was $10,000,
$6,000 of which was allocable to H and $4,000
to'W, No portion of the $6,000 allocable to H
may be treated as pald by W or any other
person in 1973 or any subsequent year.

(e) Injormation reguired in support
of a deduction of an amount carried
over and treated as paid. If, in a taxable
year, a deduction is claimed in respect
of an excess charitable contribution
which, in accordance with the provisions
of paragraph (b)(2) or (c)(2) of this
section, is treated (in whole or in part)
as paid in such taxable year, the tax-
payer shall attach to his return a state-
ment showing:

(1) The contribution year (or years)
in which the excess charitable contribu-
tions were made,

(2) The excess charitable contribu-
tions made in each contribution year,
and the amount of such excess charitable
contributions consisting of 30-percent
capital gain property,

(3) The portion of such excess, or of

each such excess, treated as paid in ac-
cordance with paragraph (b)(2) or (¢)
(2) of this section in any taxable year
intervening between the contribution
yvear and the taxable rear for which the
return is made, and the portion of such
excess which consists of 30-percent capi-
tal gain property.

(4) Whether or not an election under
section 170(b) (1) (D) (iii) has been made
which affects any of such excess contri-
butions of 30-percent capital gain prop-
erty, and
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(5) Such other information as the
return or the instructions relating thereto
may require.

(f) Effective daie. This section applies
only to contributions paid in taxable
vears beginning after December 31, 1969.
For purposes of applying section 170
(d) (1) with respect to contributions
paid in a taxable year beginning before
January 1, 1970, subsection (b) (1) (D),
subsection (e),-and paragraphs (1), (2),
(3), and (4) of subsection (f) of section
170 shall not apply. See section 201(g)
(1) (D) of the Tax Reform Act of 1969
(83 Stat. 564).

§ 1.170A-~11 Limitation on, and carry-
over of, contributions by corpora-
tions,

(a) In general. The deduction by a
corporation in any taxable year for
charitable contributions, as defined in
sketion 170(e), is limited to 5 percent of
its taxable income for the year, com-
puted without regard to—

(1) The deduction under section 170
for charitable contributions,

(2) The special deductions for corpo-
rations allowed under part VIII (except
section 248), subchapter B, chapter 1 of
the Code,

(3) Any net operating loss carryback
to the taxable year under section 172,

(4) The special deduction for Western
Hemisphere ftrade corporations under
section 922, and

(5) Any capital loss carryback to the
taxable year under section 1212(a) (1).

A charitable-contribution by a corpora-
tion to a trust, chest, fund, or foundation
deseribed in section 170(e) (2) is deducti-
ble under section 170 only if the contri-
bution is to be used in the United States
or its possessions exclusively for religious,
charitable, scientific, literary, or educa-
tional purposes or for the prevention of
cruelty to children or animals, For the
purposes of section 170, amounts ex-
cluded from the gross income of a corpo-
ration under section 114, relating to
sports programs conducted for the Amer-
ican National Red Cross, are not to be
considered contributions or gifts.

(b) Election by corporations on an
accrual method., (1) A corporation re-
porting its taxable income on an ac-
crual method may elect to have a
charitable contribution treated as paid
during the taxable year, if payment
is actually made on or before the
15th day of the third month fol-
lowing the close of such year and
if, during such year, its board of
directors authorizes the charitable,
contribution. If by reason of such an
election a charitable contribution (other
than a contribution of a letfer, memo-

randum, or property similar to a letter
or memorandum) paid in a taxable year
beginning after December 31, 1969, is
treated as paid during a taxable year
beginning before January 1, 1970, the
provisions of § 1.170A-4 shall not be
applied to reduce the amount of such
contribution. However, see section 170(e)
before its amendment by the Tax Reform
Act of 1969.
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(2) The election must be made at the
time the return for the taxable year is
filed, by reporting the contribution on
the return. There shall be attached to
the return when filed a written declara-
tion that the resolution authorizing the
contribution was adopted by the board
of directors during the taxable year, and
the declaration shall be verified by 2
statement signed by an officer authorized
to sign the return that it is made under
the penalties of perjury. There shall also
be attached to the return when filed a
copy of the resolution of the board of
directors authorizing the contribution.

(¢) Charitable contributions carry-
over of corporations—(1) In general.
Subject to the reduction provided in sub-
paragraph (2) of this paragraph, any
charitable contributions made by a
corporation in a taxable year (herein-
after in this paragraph referred to as
the “contribution year”) in excess of
the amount deductible in such coniri-
bution year under the 5-percent limi-
tation of section 170(b) (2) are deductible
in each of the five succeeding taxable
years in order of time, but only to the
extent of the lesser of the following
amounts:

(i) The excess of the maximum
amount deductible for such succeeding
taxable year under the 5-percent limita-
tion of section 170(b) (2) over the sum
of the charitable contributions made in
that year plus the aggregate of the ex-
cess contributions which were made in
taxable years before the contribution
year and which are deductible under
this paragraph in such succeeding fax-
able year; or .

(ii) In the case of the first taxable
year succeeding the contribution year,
the amount of the excess charitable con-
tributions, and in the case of the sec-
ond, third, fourth, and fifth taxable
vears succeeding the contribution year,
the portion of the excess charitable con-
tributions not deductible under this sub-
paragraph for any taxable year inter-
vening between the contribution year
and such succeeding taxable year.

This paragraph applies to excess char-
itable contributions by a corporation,
whether or not such contributions are
made to, or for the use of, the donee
organization and whether or not such
organization is a section 170(b) (1) (A)
organization, as defined in § 1.170A-9.
For purposes of applying this paragraph,
a charitable contribution made in a tax-
able vear beginning before January 1,
1970, which is carried over to taxable
year beginning after December 31, 1969,
under section 170(b)(2) (before its
amendment by the Tax Reform Act of
1969) and is deductible in such taxable
year beginning after December 31, 1969,
shall be treated as deductible under sec-
tion 170(d) (1) and this paragraph. The
application of this subparagraph may be
illustrated by the following example:

Ezample. A corporation which reports its
income on the calendar year basis makes a
charitable contribution of $20,000 in 1870,
Its taxable income (determined without re-
gard to any deduction for charitable con-
tributions) for 1970 is $100,000, Accordingly,
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the charitable contributions deduction for
that year is limited to $5,000 (5 percent of
$100,000) . The excess charitable contribution
not deductible in 1070 ($15,000) is a carry~
over to 1871. The corporation has taxable
income (determined without regard to any
deduction for charitable contributions) of
$150,000 In 1971 and makes a charitable con-
tribution of $5,000 in that year. For 1971 the
corporation may deduct as & charitable con~
tribution the amount of $7,500 (5 percent
of $150,000). This amount consists of the
$5,000 contribution made in 1971 and of the
$2,500 carried over from 1970. The remaining
$12,500 carried over from 1970 and not allow-
able as a deduction for 1971 because of the
5-percent limitation may be carrled over to
1072. The corporation has taxable income
(determined without regard to any deduc-
tion for charitable contributions) of $200,000
in 1972 and makes a charitable contribution
of §5,000 in that year. For 1972 the corpora-
tion may deduct the amount of $10,000 (5
percent of $200,000). This amount consists
of the $5,000 contributed in 1972, and 85,000
of the 812,500 carried over from 1970 to 1872
The remaining $7,500 of the carryover from
1970 is available for purposes of computing
the charitable contributions carryover from
1970 to 1973, 1874, and 1975.

(2) Effect of net operating loss carry-
overs on carryover of excess contribu-
tions. A corporation having a net operat-
ing loss carryover from any taxable year
must apply the special rule of section
170(d) (2) (B) and this subparagraph be-
fore computing under subparagraph (1)
of this paragraph the excess charitable
contributions carryover from any tax-
able year. In determining the amount of
excess charitable contributions that may
be deducted in accordance with subpara-
graph (1) of this paragraph in taxable
years succeeding the contribution year,
the excess of the charitable contributions
made by a corporation in the contribu-
tions year over the amount deductible in
such year must be reduced by the amount
by which such excess reduces taxable
income for purposes of determining the
net operating loss carryover under the
second sentence of section 172(b) (2) and
increases a net operating loss carryover
to a succeeding taxable year, Thus, if
the excess of the contributions made in
a taxable year over the amount deducti-
ble in the taxable year is utilized to re-
duce taxable income (under the .provi-
sions of section 172(b)(2)) for such
year, thereby serving to increase the
amount of the net operating loss carry-
over to a succeeding taxable year or
vears, no charitable confributions carry-
over will be allowed. If only a portion of
the excess charitable contributions is so
used, the charitable contributions carry-
over will be reduced only to that extent.
The application of this subparagraph
may be illustrated by the following
example:

Example. A corporation, which reports its
income on the calendar year basis, makes a
charitable contribution of $10,000 during
1971. Its taxable income for 1971 is $80,000
(computed without regard to any net oper-
ating loss deduction and computed in ac-
cordance with section 170(b)(2) without
regard to any deduction for charitable contri-
butions). The corporation has a net operat-
ing loss carryover from 1970 of $80,000. In
the absence of the net operating loss deduc-
tion the corporation would have been allowed

a deduction for charltable contributions of
$4,000 (5 percent of $80,000). After the appli-
cation of the net operating loss deduction
the corporation is allowed no deduction for
charitable contributions, and there is a ten-
tative charitable contribution carryover from
1871 of $10,000. For purposes of determining
the net operating loss carryover to 1972 the
corporation computes its taxable income for
1971 under section 172(b) (2) by deducting
the $4,000 charitable contribution. Thus,
after the §80,000 net operating 10ss carryover
is applied against the $76,000 of taxable in-
come for 1971 (computed in accordance with
section 172(b)(2)), there remains a $4,000
net operatingloss carryover to 1872, Since the
application of the net operating loss carry-
over of 880,000 from 1970 reduces the taxable
income for 1971 to zero, no part of the
$10,000 of charitable contributions in that
year is deductible under .section 170(b) (2).
However, in determining the amount of the
allowable charitable contributions carryover
from 1971 to 1972, 1973, 1974, 1975, and 1976,
the $10,000 must be reduced by the portion
thereof ($4,000) which was used to reduce
taxable income for 1871 (as computed for
purposes of the second sentence of section
172(b) (2) ) and which thereby served to in-
crease the net operating loss carryover from
1970 to 1972 from zero to $4,000.

(3) Effect of net operating loss carry-
back to contribution year. The amount
of the excess contribution for a contribu-
tion year computed as provided in sub-
paragraph (1) of this paragraph shall
not be increased because a net operating
loss carryback is available as a deduction
in the contribution year. In addition, in
determining under the provisions of sec-
tion 172(b) (2) the amount of the net
operating loss for any year subsequent
to the contribution year which is a carry-
back or carryover to taxable years
succeeding the contribution year, the
amount of any charitable contributions
shall be limited to the amount of such
contributions which did not exceed 5 per-
cent of the donor's taxable income, com-
puted as provided in paragraph (a) of
this section and without regard to any
of the modifications referred to in section
172(d), for the contribution year. For
illustrations see paragraph (d)(2) of
§ 1.170A-10.

(4) Effect of net operating loss carry-
back to taxable year succeeding the con-
tribution year. The amount of the char-
itable contribution from & Dpreceding
taxable year which is deductible (as pro-
vided in this paragraph) in a current
taxable year (hereinafter referred to in
this subparagraph as the “deduction
year”) shall not be reduced because a net
operating loss carryback is available as a
deduction in the deduction year. In addi-
tion, in determining under the provisions
of section 172(b)(2) the amount of the
net operating loss for any taxable year
subsequent to the deduction year which
is a carryback or a carryover to taxable
years succeeding the deduction year, the
amount of contributions made in the
deduction year shall be limited to the
amount of such contributions, which
were actually made in such year and
those which were deductible in such year
under section 170(d) (2), which did not
exceed 5 percent of the donor’s taxable
income, computed as provided in para-
graph (a) of this section and without
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regard to any of the modifications re-
ferred to in section 172(d), for the de-
duction year.

(5) Year contribution is made. For
purposes of this paragraph, contributions
made by a corporation in a contribution
year include contributions which, in ac~
cordance with the provisions of section
170(a) (2) and paragraph (b) of this sec~
tion, are considered as paid during such
contribution year.

(d) Effective date. This section applies
only to contributions paid in taxable
vears beginning after December 31, 1969.
For purposes of applying section 170(d)
(2) with respect to contributions paid, or
treated under section 170(a) (2) as paid,
in a taxable year beginning before Janu-
ary 1, 1970, subsection (e), and para-
graphs (1), (2), (3), and (4) of subsec-
tion (f) of section 170 shall not apply.
See section 201(g) (1) (D) of the Tax Re-
form Act of 1969 (83 Stat. 564).

PAR. T, Section 1.262-1 is amended by
revising paragraph (b)(5) to read as
follows:

§ 1.262-1 Personal, living, and family
expenses.
- - » - -

(b) Examples of personal, living, and
family expenses. * * *

(5) Expenses incurred in traveling
away from home (which include trans-
portation expenses, meals, and lodging)
and any other transportation expenses
are not deductible unless they qualify as
expenses deductible under section 162,
§ 1.162-2, and paragraph (d) of § 1.162-5
(relating to trade or business expenses),
section 170 and paragraph (a)(2) of
§ 1.170-2 or paragraph (g) of § 1.170A-1
(relating to charitable contributions),
section 212 and § 1.212-1 (relating to ex~
penses for production of income), section
213(e) and paragraph (e) of § 1.213-1
(relating to medical expenses) or section
217(a) and paragraph (a) of §1.217-1
(relating to moving expenses), The tax-
nayer’s costs of commuting to his place of
business or employment are personal ex-
penses and do not qualify as deductible
expenses. The costs of the taxpayer’s
lodging not incurred in traveling away
from home are personal expenses and are
not deductible unless they qualify as de-
ductible expenses under section 217. Ex-
cept as permitted under section 162, 212,
or 217, the costs of the taxpayer’'s meals
not incurred in traveling away from home
are personal expenses.

& - - - -

Par. 8. Section 1.381(c)(19)-1 is
amended by revising that part of subsec-
tion (a) which follows subparagraph (2)
thereof, subparagraphs (3) (1) and (4)
of paragraph (¢), and paragraph (d) (1)
to read as follows:

§1.381(c) (19)=1 Charitable contribu-

lions carryovers in certain acquisi-
lions.

(a) Carryover requirement. * * *
To determine the amount of excess
contributions made by a distributor or
transferor corporation and to integrate
them with contributions made by the
acquiring corporation for the purpose of
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determining the charitable contributions
deductible by the acquiring corporation
for its taxable years imme-
diately after the date of distribution or
transfer, it is necessary to apply the
provisions of section 170(b)(2) and
§ 1.170-3 (or, if applicable, section 170
(b) (2) and (d)(2) and § 1.170A-11) in
accordance with the conditions and
limitations of section 381(c) (19) and
this section. For taxable years beginning
before January 1, 1970, see § 1.170 for
provisions of section 170(b)(2) as re-
ferred to in this section. For taxable
years beginning after December 31, 1969,
see § 1.170A for provisions of section 170
(b) (2) or (d) (2) as referred to in this
section. For special rules for applying
section 170(d) (2) with respect to con-
tributions paid, or treated as paid, in
taxable years beginning before January 1,
1970, see paragraph (d) of § 1.170A-11.

- . - * *

(c) Tazxable years to which carryovers
apply and amount deductible, * * *

(3) Tazable years beginning ajter De-
cember 31, 1962. (i) If the taxable year
of the distributor or transferor corpora-
tion ending on the date of distribution or
transfer begins after December 31, 1962,
the excess charitable contributions made
by a distributor or transferor corporation
in its taxable year ending on the date of
distribution or transfer and in each of its
four immediately preceding taxable years
(excluding any taxable year beginning
before January 1, 1962), to the extent
not deductible by it because of the limita-
tions of section 170(b) (2) in its taxable
year ending on the date of distribution
or transfer or its prior taxable years,
shall be deductible by the acquiring cor-
poration to the extent presecribe | by sec-
tion 170(b) (2) (or, if applicable, section
170(d) (2)) and subdivision (ii) of this
subparagraph, in its taxable years which
begin after the date of distribution or
transfer. However, any portion of the
excess charitable contributions made by
a distributor or transferor corporation
in a particular taxable year, to which this
subparagraph is applicable, which is not
deductible under this section within the
5 taxable years immediately following
the taxable year in which the contribu-
tion was paid by the distributor or trans-
feror corporation shall not be deductible
by the acquiring corporation in any other
taxable year.

* - . - »

(4) General rules. No excess chari-
table contributions made by a distributor
or transferor corporation shall be deduc-
tible by the acquiring corporation in its
taxable year which includes the date of
distribution or transfer. In addition, an

excess charitable contribution made by
a distributor or transferor corporation in
a taxable year prior to the taxable year
of the transfer is only deductible by the
distributor or transferor corporation,
subject to the limitations of section 170
(b) (2) (or, if applicable, section 170
(d) (2)), in its subsequent taxable years
which begin on or before the date of
distribution or transfer, and by the ac-
quiring corporation in its taxable year
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or years beginning after the date of dis-
tribution or transfer,

(d) Rules governing amounts deduct-
ible by acquiring corporations. (1) In
applying the provisions of section 170
(b) (2) (or, if applicable, section 170
(d) (2)) for the purpose of determining
the amount of excess charitable contri-
butions which are deductible by the ac-
quiring corporation in its taxable years
beginning after the date of distribution
or transfer, all taxable years of the dis-
tributor or transferor and acquiring
corporations which, with respect to a
particular taxable year beginning after
the date of distribution or transfer, con-
stitute the same numbered preceding
taxable year shall together be considered
as 1 taxable year even though the tax-
able years involved may not end on the
same date. Thus, for example, all taxable
years of the distributor or transferor and
acquiring corporations which, with re-
spect to the first taxable year of the
acquiring corporation beginning after
the date of distribution or transfer, con-
stitutes the second preceding taxable
year shall together be considered as 1
taxable year even though the taxable
years involved may not end on the same
date. Any excess charitable contributions
carried over from preceding taxable
years which are considered as 1 tax-
able year shall be taken into account by
the acquiring corporation as one amount,
without regard to the extent to which the
contributions were made by a distributor
or transferor corporation or the acquir-
ing corporation,

- - Rl - -

Par. 9. Section 1.545 is amended by re-
vising subsections (a) and (b) (2) and
(9) of section 545, by adding a new sub-
section (d) to section 545, and by revising
the historical note, as follows:

§ 1.545 Statutory provisions: undistrib-
uted personal holding company in-
come.

Sec. 545. Undistriduted personal holding
company income—(a) Definition. For pur-
poses of this part, the term “undistributed
personal holding company income” means
the taxable income of a personal holding
company adjusted in the manner provided
in subsections (b), (¢), and (d), minus the
dividends paid deduction as defined in sec-
tion 561. In the case of a personal holding
company which is a foreign corporation, not
more than 10 percent in value of the out-
standing stock of which is owned (within
the meaning of section 958(a)) during the
last half of the faxable year by U.S. persons,
the term "“undistributed personal holding
company income” means the amount deter-
mined by multiplying the undistributed per-
sonal holding company income (determined
without regard to this sentence) by the per-
centage in value of its outstanding stock
which is the greatest percentage in value of
its outstanding stock so owned by U.S. per-
sons on any one day durlng such period.

- - - - .

(b) Adjustments to taxadble income. * * *

(2) COharitable contributions. The deduc-
tion for charitable contributions provided
under section 170 shall be allowed, but In
computing such deduction the limitations in
section 170(b) (1) (A), (B), and (D) shall
apply, and section 170 (b)(2) and (d)(1)
shall not apply. For purposes of this para-
graph, the term “contribution base” when
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used In section 170(b) (1) means the taxable
income computed with the adjustments
(other than the 5-percent limitation) pro-
vided in section 170 (b) (2) and (d) (1) and
without deduction of the amount disallowed
under paragraph (8) of this subsection.

- - . . .

(9) Amount of a lien in favor of the United
States. There shall be allowed as a deduction
the amount, not to exceed the taxable in-
come of the taxpayer, of any lien in favor of
the United States (notice of which has been
filed as provided in section 6323(f)) to which
the taxpayer Is subfect at the close of the
taxable year. The sum of the amounts de-
ducted under this paragraph with respect to
any lien shall, for the purposes of this section,
be added to the taxable income of the tax-
payer for the taxable year in which such lien
is satisfied or released. Where an amount is
added to the taxable income of a corporation
by reason of the preceding sentence of this
paragraph, the shareholders of the corpora-
tion may, pursuant to regulations prescribed
by the Secretary or his delegate, elect to
compute the income tax with respect to such
dividends as are attributable to'such amount
as though they were received ratably over the
period the lien was in effect.

- » - - -

(d) Certain foreign corporations. In the
case of a foreign corporation all of the out-
standing stock of which during the last half
of the taxable year is owned by nonresident
alien individuals (whether directly or in-
directly through foreign estates, foreign
trusts, foreign partnerships, or other foreign
corporations), the taxable Income for pur-
poses of subsection (a) shall be the income
which constitutes personal holding company
income under section 543(a) (7), reduced by
the deductlons attributable‘to such income,
and adjusted, with respect to such income,
in the manner provided in subsection (b).

[Sec. 545 as amended by sec, 32, Technical
Amendments Act 1958 (72 Stat. 1631); sec.
3(d), Acf of Feb. 2, 1962 (Public Law 87-403,
76 Stat. 7); sec. 9(d) (2), Rev. Act 1962 (76
Stat. 1001); secs. 207(b) (5), 209(c) (2), and
225(1) (1) and (2), Rev. Act 19864 (78 Stat.
42, 46, 90); sec. 101(b) (2), Federal Tax Lien
Act 1068 (80 Stat. 1132); sec. 104(h) (3),
Foreign Investors Tax Act 1966 (80 Stat.
1560); sec. 201(a) (2) (B), Tax Reform Act
1969 (83 Stat. 558) |

Par. 10, Section 1.545-2 is amended by
revising paragraph (b) to read as
follows:

§ 1.545~2 Adjustments to taxable in-
come,
- L] - . -

(b) Charitable contributions — (1)
Tazable years beginning bejore Janu-
ary 1, 1970 (1) Section 545(b) (2) pro-
vides that, in computing the deduction
for charitable contributions for purposes
of determining undistributed personal
holding company income of a corpora-
tion for taxable years beginning before
January 1, 1970, the limitations in sec-
tion 170(h) (1) (A) and (B), relating to
charitable contributions by individuals,
shall apply and section 170(b) (2) and
(5), relating to charitable contributions
by corporations and carryover of certain
excess charitable contributions made by
individuals, respectively, shall not apply.

(ii) Although the limitations of sec-
tion 170(b) (1) (A) and (B) are 10 and
20 percent, respectively, of the individ-
ual’s adjusted gross income, the limita-
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tions are applied for purposes of section
545(b} (2) by using 10 and 20 percent,
respectively, of the corporation’s taxable
income as adjusted for purposes of sec-
tion 170(b) (2), that is, the same amount
of taxable income to which the 5-percent
limitation applied. Thus, the term “ad-
justed gross income” when used in sec~
tion 170(b) (1) means the corporation’s
taxable income computed with the ad-
Jjustments, other than the 5-percent lim-
itation, provided in the first sentence of
section 170(b) (2). However, a further
adjustment for this purpose is that the
taxable income shall also be computed
without the deduction of the amount dis-
allowed under section 545(b) (8), relat~
ing to expenses and depreciation
applicable to property of the taxpayer.
The carryover of charitable contribu-
tions made in a prior year, otherwise
allowable as a deduction in computing
taxable income to the extent provided in
section 170(b) (2) and, with respeet to
contributions paid in taxable years be-
ginning after December 31, 1963, in sec-
tion 170(b) (53, shall not be allowed as
a deduction in computing undistributed
personal holding company income for
any taxable year.

(iii) See § 1.170-2 with respect to the
charitable contributions to which the
10-percent limitation is applicable and
the charitable contributions to which the
20-percent limitation is applicable.

(2) Taxable years beginning ajter
December 31, 1969, (i) Section 545(b) (2)
provides ' that, in computing the
deduction allowable for charitable con-
tributions for purposes of determining
undistributed personal holding company
income of a corporation for taxable years
beginning after December 31, 1969, the
limitations in section 170(b) (1) (A),
(B), and (D) (i) (relating to charitable
contributions by individuals) shall apply,
and section 170(b) (1) (D) (ii) (relating
to excess charitable contributions by
individuals of certain capital gain prop-
erty, section 170(b) (2) (relating to the
5-percent limitation on charitable con-
tributions by corporations), and section
170(d) (relating to carryovers of excess
contributions of individuals and corpora-
tions) shall not apply.

(ii) Although the limitations of sec-
tion 170(bh) (1) (A), (B), and (D) (i) are
50, 20, and 30 percent, respectively, of an
individual's contribution base, these limi-
tations are applied for purposes of sec-
tion 545(b) (2) by using 50, 20, and 30
percent, respectively, of the corporation’s
taxable income as adjusted for purposes
of section 170(b) (2), that is, the same
amount of taxable income to which the 5-
percent limitation applies. Thus, the
term “contribution base” when used in
section 170(b) (1) means the corpora-
tion’s taxable income computed with the
adjustments, other than the 5-percent
limitation, provided in section 170(b) (2).
However, & further adjustment for this
purpose is that the taxable income shall
also be computed without the deduction

of the amount disallowed under section
545(b) (8), relating to expenses and de-
preciation applicable to property of the
taxpayer, The carryover of charitable

contributions made in a prior year,
otherwise allowable as a deduction in
computing taxable income to the extent
provided in section 170 (b) (1) (D) di)
and (d), shall not be allowed as a deduc-
tion in computing undistributed personai
holding company income for any taxable
year.

(iii) See § 1.170A-8 for the rules with
respect to the charitable contributions to
which the 50-, 20-, and 30-percent limi-
tations apply.

* * * * -

Par. 11. Section 1.556 is amended by
revising paragraph (b) (2) of section 556
and the historical note to read as follows:

§ 1.556 Statutory provisions; undistrib.
uted foreign personal holding com.
pany income,

Sec. 6566. Undistributed foreign personal
holding company income.

- - - - .

(b) Adjustments to taxable income, * * *
(2) Charitable contributions. The deduc-

tion for charitable contributions provided
under section 170 shall be allowed, but in
computing such deduction the limitations in
section 170(b) (1) (A), (B), and (D) shall
apply, and section 170 (b)(2) and (d)(1)
shall not apply. For purposes of this para-
graph, the term ‘contribution base" when
used in section 170(b) (1) means the taxable
income computed with the adjustments
(other than the 5-percent limitation) pro-
vided in section 170 (b)(2) and (d) (1) and
without the deduction of the amounts dis-
allowed under paragraphs (5) and (6) of
this subsection or the inclusion in gross in-
come of the amounts includible therein as
dividends by reason of the application of the
provisions of section 555(b) (relating to the
inclusion in gross income of a foreign per-
sonal holding company of its distributive
share of the undistributed foreign personal
holding company income of another com-
pany in which it is a shareholder).

- - - . .
[Sec. 556 as amended by sec, 33, Technical
Amendments Act 1958 (72 Stat. 1632); secs.
207(b) (6) and 209(c) (2), Rev. Act 1964 (78
Stat. 42, 46); sec. 201(a) (2) (B), Tax Reform
Act 1969 (83 Stat. 558) |

Par. 12, Section 1.556-2 is amended by
revising paragraph (b) to read as
follows:

§ 1.556~2 Adjustments 1o taxable in-
come.
- - * - .

(b) Charitable contributions—(1)
Tazxzable years beginning before Janu-
ary 1, 1970. (i) Section 556(b) (2) pro-
vides that, in computing the deduction
for charitable contributions for purposes
of determining the undistributed foreisn
personal holding company income o{ 8
corporation for taxable years beginning
before January 1, 1970, the limitations in
section 170(b) (1) (A) and (B), relating
to charitable contributions by individ-
uals, shall apply and section 170(b) ;‘l'
and (5), relating to charitable contribu-
tions by corporations and carryover of
certain excess charitable cont,ributxonys
made by individuals, respectively, shall
not apply.

(ii) Although the limitations of sect
tion 170(b) (1) (A) and (B) are lo.n}ld
20 percent, respectively, of the individ-
ual's adjusted gross income, the limita-
tions are applied for purposes of sectlon
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556(b) (2) by using 10 and 20 percent,
respectively, of the corporation’s taxable
income as adjusted for purposes of sec-
tion 170(b) (2), that is, the same amount
of taxable income to which the 5-percent
limitation applied. Thus, the term “ad-
justed gross income” when used in sec-
tion 170(b) (1) means the corporation’s
taxable income computed with the ad-
justments, other than the 5-percent lim-
itation, provided in the first sentence of
section 170(b) (2). However, a further
adjustment for this purpose is that the
taxable income shall also be computed
without the deduction of the amount dis-
allowed under section 556(b) (5), relat-
ing to expenses and depreciation appli-
cable to property of the taxpayer, and
section 556(b) (6), relating to taxes and
contributions to pension trusts, and
without the inclusion of the amounts in-
cludible as dividends under section
555(b), relating to the inclusion in gross
income of a foreign personal holding
company of its distributive share of the
undistributed foreign personal holding
company income of another company in
which it is a shareholder. The carryover
of charitable contributions made in a
prior year, otherwise allowable as a de~
duction in computing taxable income to
the extent provided in section 170(b) (2)
and, with respect to contributions paid
in taxable years beginning after Decem-
ber 31, 1963, in section 170(b) (5), shall
not be allowed as a deduction in com-
puting undistributed foreign personal
holding company income for any taxable
" year.

(iii) See § 1.170-2 with respect to the
charitable contributions to which the
10-percent limitation is applicable and
the charitable contributions to which the
20-percent limitation is applicable.

(2) Taxable years beginning after De-
cember 31, 1969. (1) Section 556(b) (2)
provides that, in computing the deduc-
tion allowable for charitable contribu-
tions for purposes of determining the
undistributed foreign personal holding
company income of a corporation for
taxable years beginning after Decem-
ber 31, 1969, the limitations in section
}TOlb)(l) (A), (B), and (D) (1) (relat-
ing to charitable contributions by indi-
viduals) shall apply, and section 170(b)
(1) (D) (ii) (relating to excess charitable
contributions by individuals of certain
capital gain property), section 170(b)
(2) (relating to the 5-percent limitation
on charitable contributions by corpora-
tions), and section 170(d) (relating to
carryovers of excess contributions of
mdi]viduals and corporations) shall not
apply,

(i) Although the limitations of sec-
tion 170(b) (1) (A), (B), and (D) (i) are
30, 20, and 30 percent, respectively, of
an individual's contribution base, these
llmlpatlons are appled for purposes of
section 556(b) (2) by using 50, 20, and
30 percent, respectively, of the corpora-
ton's taxable income as adjusted for
burposes of section 170(b)(2), that is,
the same amount of taxable income to
which the 5-percent limitation applies,
Thus, the term “contribution base” when
used in seetion 170(b) (1) means the cor-
boration’s taxable income computed with
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the adjustments, other than the 5-per-
cent limitation, provided in section 170
(b) (2). However, a further adjustment
for this purpose is that the taxable in-
come shall also be computed without the
deduction of the amount disallowed
under section 556(b) (5), relating to ex-
penses and depreciation applicable to
property of the taxpayer, and section
556(b) (6), relating to taxes and con-
tributions to pension trusts, and with-
out the inclusion of the amounts in-
cludible as dividends wunder section
555(b), relating to the inclusion in
gross income of a foreign personal
holding company of its distributive
share of the undistributed foreign per-
sonal holding company income of an-
other company in which it is a share-
holder. The carryover of charitable con-
tributions made in a prior year, otherwise
allowable as a deduction in computing
taxable income to the extent provided in
section 170 (b) (1) (D) (i) and (d), shall
not be allowed as a deduction in com-
puting undistributed foreign personal
holding company income for any tax-
able year.

(iil) See § 1.170A-8 for the rules with
respect to the charitable contributions
to which the 50-, 20-, and 30-percent
limitations apply.

* - - . -

Par, 13. Section 1.809 is amended by
revising subsections (d) (11), (e) (3) and
(5), and (g) (3) of section 809 and the
historical note to read as follows:

§ 1.809 Siatutory provisions; life insur-
ance companies; in general.

Sec. 809. In general, * * *

(d) Deductions. * * *

(11) Certain muiualization distributions.
The amount of distributions to shareholders
made in 1958, 1959, 1960, 1961, and 1962 in
acquisition of stock pursuant to a plan of
mutualization adopted before January 1,
1958.

* * - L .

(e) Modifications, * * *

(8) Charitable, ete., contributions and
gifts. In applying section 170—

(A) The limit on the total deductions
under such section provided by section 170
(b) (2) shall be 5 percent of the gain from
operations computed without regard to—

(1) The deduction provided by section 170,

(ii) The deductions provided by para-
graphs (3), (5), (6), and (8) of subsection
(d), and

(1i1) Any operations loss carryback to the
taxable year under section 812; and

(B) Under regulations prescribed by the
Secretary or his delegate, a rule similar to
the rule contained in section 170(d) (2) (B)
shall be applied.

- - . . -

(8) Net operating loss deduction. Except
as provided by section 844, the deduction for
net operating losses provided in section 172
shall not be allowed.

» - - L -

(g) Limitations on deduction for certain
mutualization distributions, * * *

(3) Application of section 815. That por-
tion of any distribution with respect to which
& deduction is allowed under subsection (d)
(11) shall not be treated as a distribution to
shareholders for purposes of section 815; ex«
cept that In the case of any distribution made
in 1959, 1960, 1961, or 1962, such portion shall
be treated as a distribution with respect to
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which a reduction is required under section
B15(e) (2) (B).

[Sec. 809 as added by sec. 2, Life Insurance
Company Income Tax Act 1959 (73 Stat. 121);
amended by sec. 2, Act of June 27, 1961 (Pub-
lic Law 87-59, 75 Stat. 120, 121); sec. 3, Act
of October 10, 1962 (Public Law 87-790, 76
Stat, 808); sec. 8, Act of October 23, 1962
(Public Law 87-858, 76 Stat. 1134); secs. 214
(b) (4) and 228(a), Rev. Act 1964 (78 Stat.
55, 98); secs. 201(a) (2) (C) and 907(c)(2)
(B), Tax Reform Act 1969 (83 Stat. 558, 717) |

PAR. 14, Section 1.809-6 is amended by
revising that part of paragraph (¢) (2)
which precedes subdivision (i) thereof to
read as follows:

§ 1.809-6 Modifications,

» . > » .

(¢) Charitable, etc,, contributions and
gi/ts. * & %

(2) In applying the first sentence of
section 170(b) (2) as contained in § 1.170
or, in the case of taxable years beginning
after December 31, 1969, section 170(d)
(2) (B) as contained in § 1.170A, any
excess of the charitable contributions
made by a life insurance company in a
taxable year over the amount deductible
in such year under the limitation con-
tained in subparagraph (1) of this para-
graph, shall be reduced to the extent that
such excess:

L » » * -

Par. 15. Section 1.1001-1 is amended
by revising paragraph (e) (1) to read as
follows:

§ L1001-1 Computation of gain or loss.

(e) Transfersin part a sale and in part
a gift. (1) Where a transfer of property
is in part a sale and in part a gift, the
transferor has a gain to the extent that
the amount realized by him exceeds his
adjusted basis in the property. However,
no loss is sustained on such a transfer if
the amount realized is less than the ad-
justed basis. For the determination of
basis of property in the hands of the
transferee, see § 1.1015-4, For the allo-
cation of the adjusted basis of property
in the case of a bargain sale to a chari-
table organization, see § 1.1011-2,

. - - - -

Par, 16. Section 1.1011 is amended by
revising section 1011 and by adding a
historical note to read as follows:

§ L1011 Siatutory provisions: adjusted
basis for determining gain or loss.

Sgrc, 1011. Adjusted basis jor determining
gain or loss—(a) General rule. The adjusted
basis for determining the gain or loss from
the eale or other disposition of property,
whenever acquired, shall be the basis (deter-
mined under section 1012 or other applicable
sections of this subchapter and subchapters
C (relating to corporate distributions and
adjustments), K (relating to partners and
partnerships), and P (relating to capital
gains and losses)), adjusted as provided in
section 1016.

(b) Bargain sale to a charitable organiza-
tion. If a deduction is allowable under section
170 (relating to charitable contributions) by
reason of a sale, then the adjusted basis for
determining the gain from such sale shall
be that portion of the adjusted basis which
bears the same ratio to the adjusted basis
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as the amount realized bears to the falr
market value of the property.

[Sec. 1011 as amended by sec. 201(f), Tax
Reform Act 1969 (83 Stat, 564)]

Par. 17. Immediately after § 1.1011-1
the following new section is added.

§ 1.1011-2 Bargain sale to a charitable
organization.

(a) In general. (1) If for the taxable
year a charitable contributions deduction
is allowable under section 170 by reason
of a sale or exchange of property, the
taxpayer’s adjusted basis of such prop-
erty for purposes of determining gain
from such sale or exchange must be com-
puted as provided in section 1011(b) and
paragraph (b) of this section. If after
applying the provisions of section 170 for
the taxable year, including the percent-
age limitations of section 170(b), no de-
duction is allowable under that seetion by
reason of the sale or exchange of the
property, section 1011(b) does not apply
and the adjusted basis of the property is
not required to be apportioned pursuant
to paragraph (b) of this section. In such
case the entire adjusted basis of the prop~
erty is to be taken into account in deter-
mining gain from the sale or exchange,
as provided in § 1.1001-1(e). In ascer-
taining whether or not a charitable con-
tributions deduction is allowable under
section 170 for the taxable year for such
purposes, that section is to be applied
without regard to this section and the
amount by which the contributed portion
of the property must be reduced under
section 170(e) (1) is the amount deter-
mined by taking into account the amount
oZ gain which would have been ordinary
income or long-term capital gain if the
entire property had been sold by the
donor at its fair markef value at the fime
of the sale or exchange.

(2) If in the taxable year there is a
sale or exchange of property which gives
rise to a charitable contribution which is
carried over under section 170(b) (1) (D)
(ii) or section 170(d) to a subsequent
taxable year or is postponed under sec-
tion 170(a) (3) to a subsequent taxable
year, section 1011(b) and paragraph (b)
of this section must be applied for pur-
poses of apportioning the adjusted basis
of the property for the year of the sale
or exchange, whether or not such con-
tribution is allowable as a deduction un-
der section 170 in such subsequent year.

(3) If property is transferred subject
to an indebtedness, the amount of the in-
debtedness must be treated as an amount
realized for purposes of determining
whether there is a sale or exchange to
which section 1011(b) and this section
apply, even though the transferee does
not agree to assume or pay the indebted-
ness.

(4) (1) Section 1011(b) and this sec-
tion apply where property is sold or ex-
changed in return for an obligation to
pay an annuity and a charitable contri-
butions deduction is allowable under sec-
tion 170 by reason of such sale or ex-
change.

(ii) If in such case the annuity re-
ceived in exchange for the property is
nonassignable, or is assignable but only
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to the charitable organization to which
the property is sold or exchanged, and
if the transferor is the only annuitant
or the transferor and a designated sur-
vivor annuitant or annuitants are the
only annuitants, any gain on such ex-
change is to be reported as provided in
example (8) in paragraph (¢) of this
section. In determining the period over
which gain may be reported as provided
in such example, the life expectancy of
the survivor annuitant may not be taken
into account. The fact that the transferor
may retain the right to revoke the sur-
vivor's annuity or relinquish his own
right to the annuity will not be consid-
ered, for purposes of this subdivision, to
make the annuity assignable to someone
other than the charitable organization.
Gain on an exchange of the type de-
seribed in this subdivision pursuant to
an agreement which is entered into after
December 19, 1969, and before May 3,
1971, may be reported as provided in
example (8) in paragraph (¢) of this sec-
tion, even though the annuity is assign-
able.

(iii) In the case of an annuity to which
subdivision (ii) of this subparagraph ap-
plies, the gain unreported by the trans-
feror with respect to annuity payments
not yet due when the following events
occur is not required to be included in
gross income of any person where—

(@) The transferor dies before the en-
tire amount of gain has been reported
and there is no surviving annuitant, or

(b) The transferor relinquishes the
annuity to the charitable organization.

If the transferor dies before the entire
amount of gain on a two-life annuity has
been reported, the unreported gain is
required to be reported by the surviving
annuitant or annuitants with respect to
the annuity payments received by them.

(b) Apportionment of adjusted basis.
For purposes of determining gain on a
sale or exchange to which this paragraph
applies, the adjusted basis of the prop-
erty which is sold or exchanged shall be
that portion of the adjusted basis of the
entire property which bears the same
ratio to the adjusted basis as the amount
realized bears to the fair market value
of the entire property. The amount of
such gain which shall be treated as
ordinary income (or long-term capital
gain) shall be that amount which bears
the same ratio to the ordinary income
(or long-term capital gain) which would
have been recognized if the entire prop-
erty had been sold by the donor at its
fair market value at the time of the sale
or exchange as the amount realized on
the sale or exchange bears to the fair
market value of the entire property at
such time. The terms “ordinary income”
and “long-term capital gain”, as used in
this section, have the same meaning as
they have in paragraph (a) of § 1.170A-4.
For determining the portion of the ad-
justed basis, ordinary income, and long-
term capital gain allocated to the con-
tributed portion of the property for pur-
poses of applying section 170(e) (1) and
paragraph (a) of § 1.170A-4 to the con~
tributed portion of the property, and for
determining the donee’s basis in such

contributed portion, see paragraph (c)
(2) and (4) of § 1.1T0A-4. For determin-
ing the holding period of such contrib-
uted portion, see section 1223(2) and the
regulations thereunder,

(¢) Ilustrations. The appleation of
this section may be illustrated by the
following examples, which are supple-
mented by other examples in paragraph
(d) of § 1.170A-4:

Ezample (1). In 1970, A, a calendar-year
Individual taxpayer, sells to a church for
$4,000 stock held for more than 6 months
which has an adjusted basis of $4,000 and a
fair market value of $10,000. A's contribu-
tion base for 1970, as defined in section 170
(b) (1) (F), is 100,000, and during that year
he makes no other charitable contributions.
Thus, A makes a charitable contribution to
the church of $6,000 (810,000 value —§4,000
amount realized). Without regard to this
section, A Is allowed a deduction under sec-
tion 170 of $6,000 for his charitable contri-
bution to the church, since there i{s no re-
duction under section 170(e) (1) with respect
to the long-term capital gain. Aecordingly,
under paragraph (b) of this section the ad-
Justed basis for determining galn on the bar-
gain sale is $1,600 (84,000 adjusted basis
*$4,000 amount realized/$10,000 value of
property). A has recognized long-ferm cap-
ital gain of $2,400 ($4,000 amount realized
—§1,600 adjusted basis) on the bargain sale.

Ezample (2). The facts are the same as in
example (1) except that A also makes a
charitable contribution in 1970 of $50,000
cash to the church. By reason of section
170(b) (1) (A), the deduction allowed under
section 170 for 1970 is $50,000 for the amount
of cash contributed to the church; however,
the $8,000 contribution of property is car-
ried over to 1971 under section 170(d) . Under
paragraphs (a)(2) and (b) of this section
the adjusted basis for determining gain for
1970 on the bargain sale in that year is
$1,600 ($4,000 X $4,000/810,000). A has a rec-
ognized long-term capital gain for 1970 of
$2.400 ($4,000—81,600) on the sale.

Ezample (3). In 1970, C, a calendar-year
individual taxpayer, makes a charitable con-
tribution of 850,000 cash to a church. In
addition, he sells for 24,000 to a private
foundation not described in section 170(b)
(1) (E) stock held for more than 6 months
which has an adjusted basis of $4,000 and a
Tair market value of $10,000. Thus, C makes
a charitable contribution of $6,000 of such
property to the private foundation (810,000
value —$4,000 amount realized). C's con-
tribution base for 1970, as defined in section
170(b) (1) (F), is $100,000, and during that
year he makes no other charitable contribu-
tions. By reason of section 170(b) (1) (A), the
deduction allowed under section 170 for 1970
is $50,000 for the amount of cash contributed
to the church, Under section 170(e) (1) (B)
(i), applied without regard to section 1011
(b), the $6,000 contribution of stock is re-
duced to £3,000 ($6,000—[50% X (810,000
value of stock —$4,000 adjusted basis)|).
However, by reason of section 170(b) (1) (B)
(11), applied without regard to section 1011
(b), no deduction is allowed under section
170 for 1970 or any other year for the reduced
contribution of $3,000 to the private founda-
tion. Accordingly, paragraph (b) of this sec-
tion does not apply for purposes of appor-
tioning the adjusted basis of the stock sold
to the private foundation, and under § 1.1001-
1(e) the recognized gain on the bargain sale
is $0 ($4,000 amount realized —$4,000
adjusted basis).

Ezample (4). In 1970, B, & calendar-year
individual taxpayer, sells to a church for
$2,000 stock held for not more than 6 months
which has an adjusted basis of $4,000 and &

fair market value of $10,000. B's contribution
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pase for 1870, as defined in section 170(b)
(1) (F), 1s 820,000 and during such year B
makes no other charitable contributions.
Thus, he makes a charitable contribution
to the church of $8,000 (810,000 value
—$2,000 amount reslized), Since without
regard to this section B is allowed a deduc~
tion under section 170 of $2,000 (88,000
— [$10,000 value—$4,000 adjusted basis]) for
his charitable contribution of $8,000 to the
churech, under paragraph (b) of this section
the adjusted basis for determining gain on
the bargain sale is 8800 (84,000 adjusted basis
X $2,000 amount realized/$10,000 value of
stock). Accordingly, B has a recognized
short-term capital gain of $1,200 ($2,000
amount realized —8$800 adjusted basis) on
the bargain sale. After applying section 1011
(b) and paragraphs (a) (1) and (¢)(2) (1) of
$1.170A-4, B is allowed a charitable cone
tributions deduction for 1970 of §3,200
($8,000 value of gift — [$8,000— ($4,000 ad«
justed basis of property X$8,000 value of
gift/$10,000 value of property) |).

Ezxample (5). The facts are the same as In
Example (4) except that B sells the property
to the church for $4,000. Thus, B makes a
charitable contribution to the church of
$6,000 (810,000 value —$4,000 amount real-
ized). Bince without regard to this section B
is allowed a deduction under section 170 for
1970 of $0 ($6,000— [$10,000 value—§4,000 ad~-
justed basis]) under section 170, paragraph
(b) of this section does not apply for pur-
poses of apportioning the adjusted basis of
the property, and under §1.1001-1(e) the
recognized gain on the bargain sale i1s $0
(84,000 amount realized —$§4,000 adjusted
basis).

Ezample (6). The facts are the same as in
Example (4) except that B sells the property
to the church for $6,000. Thus, B makes a
charitable contribution to the church of
$4,000 ($10,000 value —$6,000 amount real-
ized). Since without regard to this section B
is allowed a deduction under section 170 for
1970 of $0 ($4,000 gift —[$10,000 value of
property -—$4,000 adjusted basis]), para-
graph (b) of this section does not apply for
purposes of apportioning the adjusted basis
of the property, and under § 1.1001-1(e) the
recognized short-term capital gain on the
bargaln sale is $2,000 ($6,000 amount real-
lzed --$4,000 adjusted basis),

Ezample (7). In 1970, C, a calendar-year
Individual taxpayer, sells to a church for
$4,000 tangible personal property used in his
business for more than 6 months which has
an adjusted basis of £4,000 and a fair mar-
ket value of $10,000. Thus, C makes a chari-
table contribution to the church of $6,000
(810,000 value —$4,000 amount realized). C's
contribution base for 1970, as defined in sec-
tlon 170(b) (1) (F), is $100,000 and during
such year he makes no other charitable con-
tributions. If © had sold the property at its
fair market value at the time of its contribu-
ton, it is assumed that under section 1245
$4,000 of the gain of $6,000 ($10,000 value—
84000 adjusted basis) would have been
treated as ordinary income. Thus, there
would have been long-term capital gain of
$2,000. It is also assumed that the church
does not put the property to an unrelated
use, as defined in paragraph (b)(3) of §1.-
170A-4, Since without regard to this section
Cis allowed a deduction under section 170 of
$2,000 (86,000 gift —4,000 ordinary income),
under paragraph (b) of this section the ad-
Justed basis for determining gain on the bar-
gin sale is $1,600 (84,000 adjusted basis

64,000 amount realized/$10,000 value of
Property). Accordingly, C has a recognized
Ein of $2400 (84,000 amount realized

—$1.600 adjusted basis) on the bargain sale,
consisting of ordinary income of $1,600

(54,000 ordinary income X$4,000 amount
fealized/$10,000 value of property) and of

RULES AND REGULATIONS

long-term capital gain of $800 ($2,000 long-
term gain X $4,000 amount realized/$10,000
value of property). After applying section
1011(b) and paragraphs (a) and (c) (2) (i) of
§ 1.170A-4, C is allowed a charitable contri-
butions deduction for 1970 of $3,600 ($6,000
gift —[$4,000 ordinary income X $6,000 value
of gift/$10,000 value of property]).

Erxample (8). (a) On January 1, 1970, A,
& male of age 65, transfers capital assets con-
sisting of securities held for more than 6
months to a church in exchange for a prom-
ise by the church to pay A a nonassignable
annuity of #5,000 per year for life. The an-
nuity is payable monthly with the first pay-
ment to be made on February 1, 1970. A’s
contribution base for 1970, as defined in sec-
tion 170(b) (1) (F), is $200,000, and during
that year he makes no other charitable con-
tributions. On the date of transfer the se-
curities have a fair market value of $100,000
and an adjusted basis to A of §20,000.

(b) The present value of the right of a
male age 65 to receive a life annuity of
$5,000 per annum, payable in equal install-
ments at the end of each monthly period,
is $59,755 (#5,000 [11.469-4-0.482]), deter-
mined in accordance with section 101(b) of
the Code, paragraph (e) (1) (iil)(d)(2) of
§ 1.101-2, and section 3 of Rev. Rul. 62-216,
C.B. 1962-2, 30. Thus, A makes a charitable
contribution to the church of §40,245
($100,000—859,755) . Without regard to this
section, A is allowed a deduction under sec-
tion 170 of $40,246 for his charitable con-
tribution to the church, since the property
contributed is not section 170(e) capital
gain property within the meaning of para-
graph (b)(3) of §1.170A-4 and no reduc-
tion of the contribution is made under sec-
tion 170(e) (1).

(c) Under paragraph (b) of this section,
the adjusted basis for determining gain on
the bargain sale is $11,951 ($20,000x$59,755/
$100,000). Accordingly, A has a recognized
long-term capital gain of $47,804 (859,765-
$11,051) on the bargain sale, Such gain is
to be reported by A ratably over the period of
years measured by the expected return multi-
ple under the contract, but only from that
portion of the annual payments which is a
return of his investment in the contract
under section 72 of the Code. For such pur-
poses, the investment in the contract is
859,755, that is, theé present value of the
annuity,

(d) The computation and application of
the exclusion ratio, the gain, and the ordi-
nary annuity income are as follows, deter-
mined by using the expected return multiple
of 15.0 applicable under Table I of §1.72-9:

A’s expected return (annual pay-

ments of $5,000X15) ... ___ £75, 000. 00
Exclusion ratio (859,765 invest-

ment In contract divided by

expected return of $75,000) ... 79. 7%
Annual exclusion (annual pay-

ments of 85,000 X79.7% ) ---.. $3, 985, 00
Ordinary annuity income

(85,000—83,985) . _...__. $1,015. 00
Long-term capital gain per year

(847,804/15) with respect to

the annual exclusion.__._____ $3, 186. 93

(e) The exclusion ratio of 79.7 percent ap-
plies throughout the life of the contract,
During the first 15 years of the annuity, A is
required to report ordinary income of
$1,015 and long-term capital gain of
$3,186.93 with respect to the annuity pay-
ments he receives. After the total long-term
capital gain of $47,804 has been reported by
A, he is required to report only ordinary in-
come of $1,015.00 per annum with respect to
the annuity payments he receives,

(d) Effective date. This section applies
only to sales and exchanges made after
December 19, 1969,

20799

Par. 18, Section 1,1012-2 is revised to
read as follows:

§ 1.1012-2 Transfers in part a sale and
in part a gift.

For rules relating to basis of property
acquired in a transfer which is in part
a gift and 1n part a sale, see § 1.170A-4
(c), §1.1011-2(b), and §1.1015-4,

Par. 19. Section 1.1015-4 is amended
by revising that part of paragraph (a)
which follows subparagraph (2) thereof
to read as follows:

§ 1.1015-4 Transfers in part a gift and
in part a sale.

(a) General rule. * * *

For determining loss, the unadjusted
basis of the property in the hands of the
transferee shall not be greater than the
fair market value of the property at the
time of such transfer. For determination
of gain or loss of the transferor, see
§ 1.1001-1(e) and § 1.1011-2. For special
rule where there has been a charitable
contribution of less than a taxpayer’s
entire interest in property, see section
170(e) (2) and § 1.170A-4(c).

Par. 20, Section 1.1245-4 is amended
by revising paragraph (a) (1) to read as
follows:

§1.1245-4 Exceptions and limitations.

(a) Ezxceplion for gifts—(1) General
rule. Section 1245(b) (1) provides that
no gain shall be recognized under section
1245(a) (1) upon a disposition by gift.
For purposes of this paragraph, the term
“gift” means, except to the extent that
subparagraph (3) of this paragraph ap-
plies, a transfer of property which, in the
hands of the transferee, has a basis de-
termined under the provisions of section
1015 (a) or (d) (relating to basis of prop-
erty acquired by gifts). For reduction in
amount of charitable contribution in
case of a gift of section 1245 property, see
section 170(e) and the regulations
thereunder.

Ed L . - .

[FR Doc.72-16703 Filed 10-3-72;8:45 am|]

['T.D. 7209]

PART 1—INCOME TAX; TAXABLE
YEARS BEGINNING AFTER DECEM-
BER 31, 1953

Appreciated Property Used To
Redeem Stock

On May 20, 1971, there was published
in the FEpErRAL REGISTER (36 F.R. 9138)
a notice of proposed rule making with
respect to the amendment of the Income
Tax Regulations (26 CFR Part 1) to
conform such regulations to section 311
(d) of the Internal Revenue Code of
1954, relating to appreciated property
used to redeem stock, as added by sec-
tion 905 of the Tax Reform Act of 1969
(Public Law 91-172), After considera-
tion of all such relevant matters as
were presented by interested persons re-
garding the rules proposed, the amend-
ment to the regulations as proposed is
hereby adopted, subject to the changes
set forth below:
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